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IN THE MATTER OF THE APPLICATION
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TO THE HONORABLE ARIZONA CORP ORATION COMMIS S ION:

13
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This  Applica tion of the  S a lt Rive r P roje ct Agricultura l Improve me nt a nd P owe r

Dis trict (the  "Dis trict"), for a n orde r a uthorizing the  is sua nce  of re ve nue  bonds  a nd re funding

revenue  bonds, respectfully shows tha t:
16

17 Introduction
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20
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The District is a political subdivision of the State of Arizona pursuant to

Article 13, Section 7 of the Arizona Constitution, and an agricultural improvement district duly

organized and existing under Title 48, Chapter 17 of the laws of the State of Arizona, A.R.S.

§48-2301, et seq. Its principal place of business is 1521 North Project Drive, Tempe, Arizona,

and its post office address is Box 52025, Phoenix, Arizona 85072-2025 .

The District is principally engaged in the purchase and sale of electricity

in the Counties of Maricopa, Pinal and Gila, in the State of Arizona, and the generation of

electricity in the States of Arizona, New Mexico and Colorado, primarily for sale in Arizona.

The attorneys for the District in this proceeding are:
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Ke lly J . Ba rr
Ma na ge r, Re gula tory Affa irs  & Contra cts

W. Ga ry Hull
Managing Attorney, SRP Lega l Se rvices

Sa lt Rive r P roject, PAB 207
P .O. Box 52025
P hoe nix, Arizona  85072-2025
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1 2
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1 4

1 5

Title  48 , Cha pte r 17 , Article  7  of the  Arizona  Re vis e d  S ta tu te s  (the

"Act") a uthorize s  the  Boa rd of Dire ctors  of the  Dis trict to is sue  a nd se ll re ve nue  bonds  for a ny

to refLuid outstanding revenue bonds.

bonds  until it firs t secures  an order from the  Commission authorizing the  issuance  of such bonds

Dis tric t la s t ob ta ine d  s uch  a pprova l in  April o f 2007  fo r the  is s ua nce  o f no t to  e xce e d

$l,200,000,000 in revenue  bonds and not to exceed $1,300,000,000 in re funding revenue  bonds,

a s  s e t forth in the  Commis s ion's  De cis ion No. 69422, da te d April 16, 2007, in Docke t No. E-

16 02217A-06-0489.

17

1 8

1 9

20

2 1
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On Fe brua ry 4 , 2008, the  Boa rd of Dire ctors  of the  Dis trict a dopte d

re s olutions  (the  "2008 Boa rd Re s olutions ") a uthorizing (i) the  is s ua nce  of not e xce e ding

$l,900,000,000 Sa lt Rive r P roject Electric Sys tem Revenue  Bonds  for the  purposes  authorized

pursua nt to the  Act including, without limita tion, pa ying or re imburs ing the  cos t of cons truction

of improve me nts , re pla ce me nts , a dditions , e xte ns ions  a nd be tte rme nts  of the  e le ctric sys te m

(the  "Re ve nue  Bonds"), (ii) the  is sua nce  of not e xce e ding $2,100,000,00() S a lt Rive r P roje ct

Ele ctric S ys te m Re funding Re ve nue  Bonds  to provide  monie s  to re fund a ny re ve nue  bonds

the re tofore  or the re a fte r is s ue d by the  Dis trict a nd to pa y e xpe ns e s  incurre d in conne ction

the re with (the  "Re funding Bonds "), a nd (iii) the  filing of a n a pplica tion with the  Commis s ion

for an orde r authorizing the  issuance  of the  Revenue  Bonds  a .nd the  Refunding Bonds , in such
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2

3

a mounts  a s  ma na ge me nt of die  Dis trict sha ll de te rmine  to be  ne ce s sa ry to me e t the  fina ncia l

needs  of the  Dis trict. True  copie s  of the  2008 Boa rd Resolutions , authentica ted by ce rtifica tion

of the  Dis trict's  Corpora te  Secre ta ry, a re  a tta ched he re to a s  E>d1ibits  A, B and C. The re  have

been no amendments to the  2008 Board Resolutions.4

5 7.

6

7

2465(B), a n orde r of this  Commiss ion a uthorizing the  is sua nce  of the  Re ve nue  Bonds  a nd the

Refunding Bonds  consis tent with the  2008 Board Resolutions .

8

9

10

1 1

1 2

The  Boa rd of Dire ctors  of the  Dis trict, pursua nt to its  s ta tutory a uthority,

ha s  the  re spons ibility to de te rmine  tha t the  is sua nce  of re ve nue  bonds  a nd re funding re ve nue

bonds  is  compa tible  Mth sound fina ncia l pra ctice s , cons titute s  the  prope r pe rforma nce  of the

Dis trict's  dutie s , will not impa ir its  a bility to provide  s e rvice  to its  cus tome rs , a nd is  within its

landfill Powers  as  an agricultura l improvement dis trict.

1 3 Revenue Bond Issuance

1 4 9.

1 5

1 6

1 7

1 8

1 9

20

2 1

22

Because  of the  deve lopment of the  Dis trict's  bus iness  in recent yea rs  and

furthe r growth tha t is  reasonably expected, the  Dis trict requires  additiona l funds  for the  purpose

of pa ying the  cos t of cons truction, a cquis ition a nd ins ta lla tion of improve me nts , re pla ce me nts ,

a dditions , e xte ns ions  a nd be tte rme nts  of its  e le ctric s ys te m including, but not limite d to, the

purcha s e , cons truction, a cquis ition a nd ins ta lla tion of e le ctric ge ne ra ting fa cilitie s , powe r

s upplie s , tra ns mis s ion line s , d is tribution  line s , s ubs ta tions  a nd re la te d  fa cilitie s , a s s e ts

(including fue l and fue l re la ted a sse ts ), and equipment necessa ry the re for, and financing cos ts

re la ted the re to. Exhibit D he re to, "Es tima ted Capita l Expenditure s  for Fisca l Yea rs  2009-2014,"

se ts  forth the  Dis trict's  e s tima ted capita l needs  during its  Fisca l Year 2009 Financia l P lan pe riod

23

24

(fisca l years  2009-2014), which needs  a re  s ignificantly in excess  of the  requested authoriza tion.

10.

25

26

In  a d d itio n ,  p u rs u a n t to th e  Dis tric t h a s

outs ta nding comme rcia l pa pe r in the  form of promissory note s  supporte d by a  re volving cre dit

a gre e me nt a nd ma y is s ue  a dditiona l comme rcia l pa pe r from time  to time  (the  "Comme rcia l
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Paper P rogram"). Speciticadly, the  Dis trict has  outs tanding its  $375,000,000 Promissory Notes ,

Se rie s  B (Comme rcia l Pa pe r), a nd its  $100,000,000 P romissory Note s , Se rie s  C (Comme rcia l

Pape r) (the  "Se rie s  B Commercia l Pape r" and the  "Se rie s  C Commercia l Pape r," re spective ly).

The  proceeds  of the  Se rie s  B Commercia l Pape r were  used to re fund prior note s  of the  Dis trict

is s ue d, in  pa rt, to  (i) fina nce  a dditions , improve me nts , a nd re pla ce me nts  to  the  Dis trict's

e le ctrica l powe r ge ne ra tion, tra ns mis s ion, dis tribution, a nd re la te d fa cilitie s , (ii) fina nce  a

portion of the  Dis trict's  fue l inve ntory, a nd (iii) re fund de bt incurre d unde r ba nk line s  of cre dit.

The  proceeds of the  Series  C Commercia l Paper were  used to finance  a  portion of the  cost of an

9 825 megawatt expansion of the District's Suntan Generating Station.

11.10 In 1986, the  Boa rd of Dire ctors  of the  Dis trict conclude d it would be

11

1 2

1 3

1 4
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20

prude n t a nd  in  the  Dis tric t's  be s t in te re s t to  ob ta in  Commis s ion  a u thoriza tion  to  is s ue

$375,000,000 of re ve nue  bonds  s o tha t the  Dis trict could, if ne ce s s a ry, be  re imburs e d for

e xpe nditure s  ma de  a nd fina nce d by the  Dis trict's  Comme rcia l Pa pe r P rogra m. On Se pte mbe r

18, 1986, in docke t No. U-2217-86-127, the  Commiss ion is sue d De cis ion No. 55209, gra nting

the  Dis trict's  re que s t. In 1988, the  Dis trict sought a uthoriza tion from the  Commiss ion to is sue

a n a dditiona l $50,000,000 of re ve nue  bonds  for the  s a me  purpos e . On  Ma rch  9 , 1989 , in

Docke t No. U-2217-88-131, the  Commiss ion is sued Decis ion No. 56381, granting tha t reques t,

bringing the  tota l authorized to $425,000,000. Tha t $425,000,000 in authorized revenue  bonds

re ma ins  a va ila b le  to  re tire  the  S e rie s  B a nd  S e rie s  C Comme rc ia l P a pe r,  wh ich  to ta l

$475,000,0001, re s ulting in a  $50,000,000 s hortfa ll e ve n be fore  cons ide ring a ny a dditiona l

21 commercia l paper tha t may be  issued in the  future .

12.22 The  Dis trict, in cons ulta tion with the  Dis trict's  fina ncia l a dvis or, P ublic

23

24

Financia l Management, has  de te rmined tha t the  best means of (i) obta ining the  additiona l capita l

wh ich  th e  Dis tric t e s tima te s  will b e  n e e d e d  th ro u g h  fis ca l ye a r 2 0 1 4 , a n d  (ii) re tirin g

25

26
1 On December 4, 2001 , in Docket No. E-02217A-01-0183, the Commission issued Decision No. 64253, authorizing
an additional $175,000,000 of revenue bonds with which to refund the District's then outstanding $150,000,000
Promissory Notes, Series A (Commercial Paper). Such commercial paper was subsequently refunded and thus the
$175,000,000 in authorization is no longer outstanding.
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comme rcia l pa pe r he re tofore  or he re a fte r is s ue d by the  Dis trict, in light of pre s e nt ma rke t

conditions  a nd othe r re le va nt fa ctors , would be  e ithe r priva te ly ne gotia te d s a le s  of re ve nue

bonds , e ithe r through purchase rs  or unde rwrite rs , or, a t the  option of the  Dis trict, public sa le s  of

revenue  bonds , in an amount not to exceed $l,900,000,000 (the  "Revenue  Bonds"), which could

be  used for e ither purpose .

6 Refunding of Revenue Bonds

7 13.

8

9

10

1 1

1 2

1 3

1 4 14.

1 5

1 6

1 7

1 8

1 9
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The  Re ve nue  Bonds  will be  is sue d a nd sold for the  purpose s  of pa ying

the  cos ts  of cons truction and acquis ition of improvements , additions , replacements , extens ions

a nd be tte rme nts  to the  Dis trict's  e le ctric s ys te m including, but not limite d to the  purcha s e ,

cons truction, a cquis ition, a nd ins ta lla tion of e le ctric ge ne ra ting fa cilitie s , powe r s upplie s ,

tra nsmis s ion line s , dis tribution line s , subs ta tions , a nd re la te d fa cilitie s , a s s e ts  (including fue l

and fue l re la ted asse ts ), and equipment necessa ry the re for, and financing cos ts  re la ted the re to,

as  well as  to re tire  outs tanding commercia l paper.

Due  to a  va rie ty of fa ctors , die  ge ne ra l le ve l of borrowing cos ts  for the

Dis trict fluctua te s  s ubs ta ntia lly from time  to time . As  a n e xa mple , inte re s t ra te s  for Dis trict

re ve nue  bonds  (a s  we ll a s  for s imila rly ra te d is sue rs  of ta x-e xe mpt de bt s e curitie s ) ge ne ra lly

rose  during the  la te  1970's  and rema ined above  9% through the  mid 1980's . Inte re s t ra te s  then

began to fa ll and gene ra lly we re  in the  7% range  during the  la te  1980's . Inte re s t ra te s  then fe ll

a ga in in the  e a rly 1990's  to le ve ls  in the  6% ra nge . During the  e a rly 2000's , inte re s t ra te s  fe ll

e ve n furthe r to his torica lly low le ve ls , but a ppe a r to be  tre nding ba ck up. From time  to time ,

due  to te mpora ry re ductions  in the  ge ne ra l le ve l of inte re s t ra te s , the  Dis trict ha s  ma rke te d its

re ve nue  bonds  a t inte re s t ra te s  be low the  pre vious  high le ve ls . This  fluctua tion in borrowing

cos ts  of the  Dis trict is  illus tra ted by the  fact tha t while  the  e ffective  inte re s t ra te  of the  Dis trict's

$55,000,000 Ele ctric S ys te m Re ve nue  Bonds , 1981 S e rie s  B, da te d Octobe r l, 1981, wa s

14.3641%, the  e ffe ctive  inte re s t ra te  of the  Dis trict's  $296,000,000 Ele ctric S ys te m Re ve nue

Bonds, 2006 Series A, dated June 29, 2006, was 4.136%.
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1 15.
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3
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5
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7

8

9

10

1 1

Whe n ma rke t conditions  improve  s o a s  to pe rmit a n ove ra ll s a vings  in

de bt se rvice , the  Dis trict re ftuids  bonds  is sue d a t high ra te s  of inte re s t through the  is sua nce  of

P a ra gra ph 21 of this  Applica tion, spe cifica lly a uthorize  the  Dis trict to is sue  re funding re ve nue

bonds . The  re flmding te chnique s  de scribe d in this  Applica tion ha ve  be e n ge ne ra lly a cce pte d

a nd re cognize d a s  prope r a nd le gitima te  Me thods  by which ta x-e xe mpt is sue rs  of bonds  ma y

ta ke  a dva nta ge  of ma rke t conditions  to re duce  de bt s e rvice  cos ts . Exhibits  E a nd F, a tta che d

he re to a nd by this  re fe re nce  incorpora te d he re in, utilize  the  Dis trict's  2004 Se rie s  A Re funding

Re ve nue  Bonds  to illus tra te  how re funding ca n re duce  de bt s e rvice . The  2004 S e rie s  A

Re ftuiding Re ve nue  Bonds , which re funde d prior bond is sue s , re duce d future  de bt se rvice  by

a pproxima te ly $23.7 million.

16.1 2 The  Dis trict ma ke s  re funding de cis ions  ba s e d on a  numbe r of crite ria

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

21

22

23

24

including, but not limite d to, (i) the  inte re s t ra te s  on outs ta nding bonds , (ii) curre nt ma rke t

inte re s t ra te s , (iii) the  cos ts  of funding a n e scrow, (iv) ca ll provis ions  on re ftmding ca ndida te s

a nd (v) pote ntia l de bt s e rvice  s a vings . As  pa rt o f the  re funding  proce s s , the  Dis tric t, in

a s s ocia tion with its  le a d unde rwrite r a nd fina ncia l a dvis or, utilize s  pre s e nt va lue  a na lys e s  to

ide ntify pote ntia l re funding ca ndida te s . A pre s e nt va lue  s a vings  figure  is  ca lcula te d for e a ch

is s ue  a nd ma turity. An ove ra ll ne t pre s e nt va lue  s a vings  figure  is  a ls o ca lcula te d. The

aggregate  net present va lue  savings tha t could be  rea lized through the  refunding is  then sta ted as

a  pe rce nta ge  of the  pa r a mount of the  bonds to be  re funde d. This  ca lcula tion se rve s  a s  the

prima ry de cis ion ma king crite rion (or hurdle  ra te ) for a  re funding. The  Dis trict his torica lly ha s

not re funde d long ma turity de bt unle s s  the  sa vings  is  s e ve n pe rce nt or gre a te r. The  Dis trict in

re ce nt ye a rs  ha s  a lso cons ide re d re funding shorte r ma turity de bt with sa vings  a s  low a s  thre e

percent.

25 17.

26

The  Dis trict, in cons ulta tion with the  Dis trict's  fina ncia l a dvis or, P ublic

Financia l Management, has  concluded tha t due  to the  fluctua tion in inte res t ra tes , in the  future  it

ACC Application 2008 (3-14-08) FINAL
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5

6
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8

9 18.

1 0

11

1 2

1 3

14

1 5

1 6

17

1 8

ma y be  pos s ible  to s e ll the  Re funding Bonds  to re fund the  Re ve nue  Bonds  a t inte re s t ra te s

which will re sult in subs ta ntia l de bt s e rvice  s a vings  to the  Dis trict. In a ddition, the  Dis trict ha s

de te rmined tha t when inte re s t ra te s  a re  low, it mus t be  able  to proceed quicldy in orde r to take

a dva nta ge  of the  low inte re s t ra te s  fre que ntly a fforde d by the  ma rke t. In orde r to be  a ble  to

proce e d quicldy to re fund the  Re ve nue  Bonds , it is  ne ce ssa ry to ha ve  pre vious ly obta ine d the

a uthoriza tion to is s ue  a nd s e ll, by public s a le , or by priva te  s a le  to purcha s e rs  or through

unde rwrite rs , the  Re funding Bonds  in an amount not to exceed $2,l00,000,000. The  Refunding

Bonds will be  secured in the  same manner as  any previously issued Revenue Bonds.

A s ubs ta ntia l portion of the  proce e ds  from the  s a le  of the  Re funding

Bonds  will be  inve s te d in  obliga tions  of, or obliga tions  the  principa l of which a nd inte re s t

the re on a re  gua ra nte e d by, the  Unite d S ta te s  of Ame rica , which a re  s che dule d to na ture  a nd

bear inte res t a t such times  and in such amounts  so tha t the  principa l, inte res t, and ca ll premium,

if any, on the  Revenue  Bonds  will be  pa id when due  or redeemed. The  Revenue  Bonds  will no

longe r be  se cure d by ne t re ve nue s  from the  Dis trict's  e le ctric sys te m, but will be  se cure d a nd

pa ya ble  sole ly from the  a bove -de scribe d inve s tme nts . Unde r the  Re s olution re fe rre d to  in

P a ra gra ph 21 of this  Applica tion, a nd upon is s ua nce  of the  Re funding Bonds , the  Re ve nue

Bonds  would no longe r be  cons ide re d outs ta nding de bt of the  Dis trict. De pe nding on ma rke t

conditions, other a lte rna tives include  crossover refundings and economic defeasance .

1 9 General Dis cus s ion

20 19.

2 1

22

23

The  s a le s  of the  Re ve nue  Bonds  a nd the  Re funding Bonds  ma y be  in

severa l increments  subsequent to the  da te  the  Commission Order authorizing the  issuance  of the

Revenue  Bonds  and the  Refnmding Bonds  becomes fina l. The  timing, frequency and amount of

the  s a le  of e a ch s uch incre me nt of the  Re ve nue  Bonds  a nd the  Re funding Bonds  will be

24

25

26

de te rmine d by the  Dis trict, de pe nding upon cons truction ne e ds  a nd/or upon ca pita l ma rke t

conditions . It is  proposed tha t the  Revenue  Bonds  and the  Refunding Bonds  M11 mature  within

ACC Application 2008 (3-14-08) FINAL
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1 2

1 3

14

1 5

1 6

1 7

1 8 21.

19

20

2 1

22

23

24

25

26

to re de mption provis ions  de te rmine d by the  Dis trict. The  Dis trict will de te rmine  the  inte re s t to

be  borne  for each increment, and the  purchase  price  rece ived by the  Dis trict will be  de te rmined

e ithe r a t priva te  sa le  by negotia tions  be tween the  Dis trict and purchasers  or underwrite rs , or a t a

publicly a dve rtis e d, compe titive  sa le  on the  ba s is  of the  be s t bid re ce ive d. P ursua nt to A.R.S .

of the  Re ve nue  Bonds  or the  Re ftmding Bonds  will be  priva te ly ne gotia te d, s uch s a le  will be

subject to prior approva l of a  ma jority of the  members  of the  Council of the  Dis trict.

20. In  the  Dis tric t's  op in ion , the  purpos e s  to  which  the  proce e ds  of the

Revenue  Bonds and the  Refunding Bonds a re  to be  applied as  genera lly se t forth here in, and as

specifica lly se t forth in Pa ragraphs  9 through 18 of this  Applica tion, a re  in accordance  with the

la wful purpose s  for which the  Dis trict wa s  e s ta blishe d unde r Title  48, Cha pte r 17, A.R.S ., a re

within its  powe r unde r such la ws , a re  ba se d on sound fina ncia l pra ctice s  a nd a re  compa tible

with  the  public  in te re s t a nd with  the  prope r pe rforma nce  by the  Dis trict of s e rvice  a s  a n

a gricultura l improve me nt dis trict, a nd will not impa ir but will improve  its  a bility to pe rform the

se rvice  for which it wa s  e s ta blishe d. The  Dis trict is  furthe r of the  opinion tha t the  is sua nce  of

the  Revenue  Bonds  and the  Refunding Bonds  a s  he re in contempla ted is  reasonably necessa ry

and appropria te  for the  aforementioned purposes.

In connection with the  issuance  of the  Revenue  Bonds  and the  Refunding

Bonds , the  Board of Directors  of the  Dis trict has  adopted an Amended and Res ta ted Resolution

Concerning Revenue  Bonds , da ted September 10, 2001, which became e ffective  as  of January

ll, 2003 (the  "Re s olu tion"), re la ting  to  the  e xe rcis e  of P owe rs  gra n te d  by the  Act. The

Re s olution ple dge s  ce rta in e le ctric re ve nue  of the  Dis trict for the  pa yme nt of the  principa l of

and interest on revenue  bonds, including refunding revenue  bonds, and, subject to the  applicable

a nd S e ction 5.09 of the  Re solution pe rmit the  Dis trict to is sue  subordina te  lie n bonds , should

such be  ne ce ssa ry or a dvisa ble  in conne ction with the  is sua nce  of the  Re ve nue  Bonds  or the

ACC Application 2008 (3-14-08) FINAL
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2

3

4

Re funding Bonds . Any Re ve nue  Bonds  or Re funding Bonds  is s ue d by the  Dis trict would be

is s ue d purs ua nt to  the  Re s olution (a s  it ma y be  modifie d from time  to time ) or a  diffe re nt

re solution providing for a  subordina te  lie n on the  Dis trict's  e le ctric re ve nue . A true  copy of the

Re solution, a uthe ntica te d by ce rtifica tion of the  Se cre ta ry of the  Dis trict, is  a tta che d he re to a s

Exhibit G.5

6 22.

7

8

9

1 0

11

With re ga rd to the  sa le  of e a ch incre me nt of the  Re ve nue  Bonds  or the

Re funding Bonds , which s a de s  ma y occur in  fis ca l ye a r 2009 a nd the re a fte r, the  Dis trict

proposes  to file  with the  Commission, contemporaneously with each sa le , the  resolution adopted

by its  Board of Directors  specifica lly authorizing the  sa le  of each increment, and, in the  event of

a  priva te  s a le , the  form of unde rwriting a gre e me nt, if a ny, a nd the  re s olution a dopte d by its

Council, approving such sa le .

2301 2

1 3

14

15

16

17

1 8

1 9

The  Dis trict compe te s  with ma ny othe r gove rnme nta l bodie s  for ca pita l

funds  in the  ta x-e xe mpt ma rke t. Ma rke t a cce s s  is  s ubje ct to cha nge  due  to e conomic a nd

politica l e ve nts  a nd psychologica l pe rce ptions . The  Dis trict ne e ds  fle xibility in s tructuring the

s a le , te rms  a nd conditions  of the  Re ve nue  Bonds  a nd the  Re funding Bonds  to be  a ble  to

succe ss fully ra ise  ca pita l during pe riods  of re duce d ma rke t a cce ss . The  Dis trict ha s  s ta tutory

authority to se ll, tende r for or exchange  bonds  unde r contractua l te rms  de te rmined by its  Board

of Dire ctors  to be  in the  be s t inte re s t of the  Dis trict, including bonds  ha ving va ria ble  inte re s t

ra tes  and put fea tures , and bonds tha t carry with them an optiona l warrant to purchase  additiona l

bonds  on s imila r te rms  a nd conditions  in the  iiiture . The  Dis trict will cons ide r the se  a nd othe r20

2 1

22

23

24

25

26

te chnique s , if de e me d in the  be s t inte re s t of the  Dis trict, a nd if re comme nde d by the  Dis trict's

fina ncia l a dvis ors . The  Dis trict cons ide rs  it e s s e ntia l tha t s uch fina ncing te chnique s  a nd

structures  be  ava ilable  to it a t a  time  when such techniques  hold promise  of considerable  benefit

to the  Dis trict and its  cus tomers . To the  extent the  procedures  se t forth he re in a re  found by the

Commiss ion to be  rea sonable  and prope r, the  Dis trict reques ts  tha t it be  authorized to is sue  (i)

the  Revenue  Bonds  in an aggrega te  principa l amount of not to exceed $1,900,000,000 and (ii)
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1

2

3

4 24.

5

6

7

8

9

1 0

the  Re funding Bonds  to re fund the  Revenue  Bonds , in an aggrega te  principa l amount of not to

exceed $2,100,000,000, and, in each case , to pay expenses  incurred in connection therewith, a ll

in the  manner described here in without necess ity of see ldng further Commission approva l.

To a s s is t the  Commis s ion in its  cons ide ra tion of this  Applica tion, die

Dis tric t ha s  a tta che d  to  th is  Applica tion  Exhib its  H through  M, wllich  provide  a dditiona l

ba ckground informa tion. Exhibit H s umma rize s  a ll outs ta nding bonds  of the  Dis trict a s  of

J a nua ry 2, 2008. Exhibit I e xpla ins  how the  Dis trict ha s  us e d e xis ting a uthoriza tion to is s ue

re ve nue  bonds . Exhib it J  e xpla ins  how the  Dis tric t us e d  e xis ting  a u thoriza tion  to  is s ue

re funding re ve nue  bonds  in fisca l ye a rs  2003 through 2007. Exhibit K is  a  copy of die  a udite d

combine d  fina nc ia l s ta te me n ts  o f the  Dis tric t a nd  the  S a lt Rive r Va lle y Wa te r Us e rs '

Exhibit L is  the  Dis trict's  mos t re ce nt11

1 2

1 3

1 4

1 5 25.

1 6

1 7

1 8

1 9

20

As s ocia tion ("As s ocia tion") a s  of April 30, 2007.

Officia l S ta tement, da ted March 6, 2008. Exhibit M provides  copie s  of (a ) S tanda rd and Poor's

cre dit profile  of the  Dis trict, da te d Fe brua ry 21, 2008, a nd (b) Moody's  Inve s tors  Se rvice  cre dit

report of the  Dis trict, da ted February 22, 2008.

The  Dis trict re que s ts  tha t notice  of the  tiling of this  Applica tion be  give n

cos ts  necessa rily incurred by it in prepa ring and dis tributing such notice  or any othe r additiona l

cos ts  which a re  ne ce ssa rily incurre d by the  Commiss ion in conne ction with se curing the  orde r

for which this  Applica tion is  ma de .

26.2 1

22

23

24

25

26

The  Dis trict re que s ts  tha t the  orde r for which this  Applica tion is  he re with

made  be  promptly issued and become effective  immedia te ly upon the  issuance  thereof, because

of the  curre nt mone ta ry re quire me nts  to provide  ce rta in improve me nts  ne e de d to ca n'y out its

se rvice  re spons ibilitie s , the  current s ta tus  of financia l marke t conditions  in gene ra l, which make

timing a  critica l fa ctor in prope r a nd s ucce s s ful ma rke ting of the  Re ve nue  Bonds  a nd the

Re fimding Bonds , a nd the  timing of informa tiona l filings  with the  bond ra ting a ge ncie s . The
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1

2

Dis trict re que s ts , s hould the  Commis s ion de e m it a ppropria te , s umma ry dis pos ition of this

Applica tion.

3

4

5

6

7

8

9

10

11

12

13

WHEREFORE, the  Dis trict a sks  tha t this  Commiss ion:

Ca us e  notice  of the  tiling of this  Applica tion to be  give n a s  a bove  re que s te d,

de te rmine  a  he a ring is  not ne ce s s a ry a nd ma ke  s umma ry dis pos ition of th is  Applica tion

such inquiry or investiga tion as  the  Commission may deem of ass is tance , or make  the  finding as

Bonds  a s  he re in discussed, and the rea fte r make  an immedia te ly e ffective  orde r authorizing the

Dis trict to is sue  (i) the  Revenue  Bonds  in an amount not exceeding $l,900,000,000, to be  used

for construction purposes  and to re fund commercia l paper here tofore  or hereafte r issued, and (ii)

the  Refunding Bonds to re fund the  Revenue  Bonds in an amount not exceeding $2,100,000,000;

to se ll same in the  manner here in contempla ted and to pay financing costs  and expenses  re la ted

14 thereto .

15
44

DATED a t Te mpe , Arizona  this

16

17

18

19

S ALT RIVER P ROJ ECT AGRICULTURAL
IMP ROVEMENT AND P OWER DIS TRICT

De Yee
Manager, Financia l Se rvices

20

2 1

22

23

24

25

26
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OFFICIAL SEAL
TAMATHA RODRIGUEZ

NOTARY PUBLIC . State OI Arizona
MARICOPA COUNTY

My Comm. Expires Nov. 29, 2011

., !w,,i;
" "1
J

S TATE OF ARIZONA )
)
)

SS

County of Ma ricopa

De a n K. Ye e , be ing firs t duly sworn, de pose s  a nd sa ys  tha t he  is  the  Ma na ge r,
Fina ncia l S e rvice s  of S a lt Rive r P roje ct Agricultura l Improve me nt a nd P owe r Dis trict, tha t he
has  read the  foregoing Applica tion and knows the  contents  the reof, and tha t the  same  is  true  in

those  he  believes them to be  true .

33 K G
De a n K. Ye e , Ma ra t r, Fina ncia l S e rvice s

-f'L
Subscribed and swam to before  me this 1 7 day of March 2008.

1
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12 J 6 / 1
Nota ry P ublic

.Jllll . 2

13

14
My Commiss ion e xpire s : I\  l3 9 1 20 I |

15

1 6

17

1 8

19

20

21

22

23

24

25

26

ACC Application 2008 (3-14-08) FINAL
1 2



Ta ble  of
Conte nts



APPLICATION EXHIBITS
1

Exh ib it  A 2008 District Board Resolution Authorizing Revenue Bond
Issuance

Exh ib it  B 2008 District Board Resolution Authorizing Refund'ulg
Revenue Bond Issuance

Exh ib it  C 2008 Dis tric t Boa rd  Re s o lu tion  Authorizing  Applic a tion  to
the  Arizona  Corpora tion  Commis s ion

Exh ib it  D

Exh ib it E  & F

Estimated Capital Expenditures for Fiscal Years 2009-2014

Examples of How Refunding Bonds Reduce Debt Service

Exh ib it  G Amended and Restated Resolution Concerning Revenue
Bonds

2

3

4

5

6

7

8

9

10

11 Exh ib it  H Summary of Outstanding Revenue Bonds as of January 2,
2008

Exh ib it  I Usage of Revenue Bond Authorization
12

13

14
Exh ib it  J Usage of Refunding Revenue Bond Authorization

Exh ib it  K Copy of the  Audite d  Combine d  Fina nc ia l S ta te me nts  fo r the
Dis tric t a nd  As s oc ia tion  a s  o f April 30, 2007

Exhib it L Most Recent Official Statement, dated March 6, 2008

15

16

17

18

19

Exhibit M Copies of (a) Standard and Poor 's Credit Profile of the
District, dated February 21, 2008, and (b) Moody 's
Investors Service Credit Report of the District, dated
February 22, 2008
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C E RT I F I CAT E

I, TERRILL A. LOndON, the duly appointed, qualified, and acting Corporate

Secretary of the Salt River Project Agricultural Improvement and Power District

("SRP"), a special district under Title 48 of the Arizona Revised Statutes, DO

HEREBY CERTIFY that attached hereto is a true and correct copy of a resolution

ensUed: "A SERIES RESOLUTION AUTHORIZING THE ISSUANCE OF NOT

EXCEEDING $1,900,000,000 SALT RIVER PROJECT ELECTRIC SYSTEM

REVENUE BUNDS OF THE SAL T RIVER PROJECT AGRICULTURAL

" as adopted by a majority of the SRP

Board of Directors at a meeting held on February 4, 2008, at which a quorum

was present and voted, and that no change, revision, amendment, or addendum

has been made subsequent thereto.

IMPROVEMENT AND POWER DISTRIC T,

IN WITNESS WHEREOF, I have set my hand and seal of the Salt River

Project Agricultural Improvement and Power District, this 12"1 day of March 2008.
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Terrill A. Logon

SRP Corporate Secretary



A SERIES RESOLUTION AUTHORIZING THE ISSUANCE OF NOT EXCEEDING
$1,900,000,000 SALT RIVER PROJECT ELECTRIC SYSTEM REVENUE BONDS OF

THE SALT RIVER PROJECT AGRICULTURAL IMPROVEMENT AND POWER
DISTRICT

WHEREAS, the Board of Directors (the "Board") of the Salt River Project
Agricultural Improvement and Power District (the "District"), by its Supplemental
Resolution Dated September 10, 2001 Authorizing an Amended and Restated
Resolution Concerning Revenue Bonds, which became effective January 11, 2003 (the
"Resolution"), has created and established an issue of Salt River Project Electric
System Revenue Bonds ("Bonds"), and

WHEREAS, the Resolution authorizes the issuance of such Bonds in one or
more series pursuant to a "Series Resolution" authorizing such series, and

WHEREAS, as of January 31, 2008, there
$2,258,314,000 in Bonds, and

are outstanding approximately

WHEREAS, the District has remaining authority from the Arizona Corporation
Commission to issue $1,625,654,710 in new revenue bonds ("Revenue Bonds"),
$1,200,654,710 of which are for capital projects and $425,000,000 of which are
dedicated to refunding a l ike amount of the District's commercial paper, and
$3,801,250,072 in refunding revenue bonds, of which $2,501,250,072 are available to
refund the District's outstanding revenue bonds in  the principal amount of
$2,258,314,000, with the remaining $1,300,000,000 available for refunding of revenue
bonds yet-to-be issued for capital purposes, and

WHEREAS, Title 48, Chapter 17, Article 7 of the Arizona Revised Statutes (the
"Act") authorizes the Board of Directors of the District to issue and sell revenue bonds,
and

WHEREAS, the Board, has determined that it is necessary and required that the
District be authorized to issue, from time to time, an additional not to exceed
$1 ,900,000,000 in Revenue Bonds, pursuant to the Resolution or pursuant to a different
resolution providing for a subordinate lien on the District's Revenues, to provide monies
to carry out the purposes of the District,

now, THEREFORE, BE IT RESOLVED by the Board of Directors of the Salt
River Project Agricultural Improvement and Power District as follows:
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ARTICLE I

Authority and Definitions

SECTION 1. Series Resolution. This Series Resolution is adopted in
accordance with the provisions of Article II of the Resolution and pursuant to the
authority contained in the Act.

SECTION 2. Definitions. All terms which are defined in Article I of the Resolution
shall have the same meanings in this Series Resolution as such terms are given in
Article I of the Resolution.

ARTICLE II

Authorization of Revenue Bonds

SECTION 1. Principal Amount and Series. Pursuant to the provisions of the
Resolution, a series of bonds is hereby authorized in the aggregate principal amount of
not exceeding $1,900,000,000 (the "Bonds"). The Bonds shall be designated as "Salt
River Project Electric System Revenue Bonds." The Bonds may have a subordinate or
parity l ien on the Revenues of the District as shall be provided by subsequent
resolutions of the Board of Directors of the District.

SECTION 2. Purposes. The Bonds are being issued for the purpose or
purposes authorized pursuant to the Act including, without limitation, paying or
reimbursing the Cost of Construction of improvements, replacements, additions,
extensions and betterments of the Electric System.

SECTION 3. Maturities, Interest Rates, Redemption Provisions and Other
Details. The Bonds shall be dated, shall mature not more than fifty years from the date
thereof, shall bear interest at such rate or rates, or discounted interest, not in excess of
the legal rate, shall be secured by either a parity or subordinated lien on the Revenues
of the District, shall be subject to redemption or tender prior to maturity, shall be
numbered, shall be payable at such place or places, within or without the state, shall
have such parity and reserve requirements, shall be in such denominations, shall be
sold at public or private sale and in such manner, at such times and in such amounts,
shall be executed, shall be in such form and shall contain such other provisions, all as
authorized by law and as provided by subsequent resolutions of the Board of Directors
of the District.

ARTICLE III

Miscellaneous

SECTION 1. Effective Date. This Series Resolution shall take effect
immediately.
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4 ®

C E RT I F I CAT E

I, TERRILL A. LOndON, the duly appointed, qualified, and acting

Corporate Secretary of the Salt River Project Agricultural Improvement

and Power District ("SRP"), a special district under Title 48 of the Arizona

Revised Statutes, DO HEREBY CERTIFY that attached hereto is a true

and correct copy of a resolution entitled"A SERIES RESOLUTION

AUTHORIZING THE ISSUANCE OF NOT EXCEEDING $2,100,000,000

SAL T RIVER PROJECT ELECTRIC SYSTEM REFUNDING REVENUE

BONDS OF THE SALT RIVER PROJECT AGRICULTURAL

IMPROVEMENT AND POWER DISTRICT," as adopted by a majority of

the SRP Board of Directors at a meeting held on February 4, 2008, at

which a quorum was present and voted, and that no change, revision,

amendment, or addendum has been made subsequent thereto.

IN WITNESS WHEREOF, I have set my hand and seal of the Salt

River Project Agricultural Improvement and Power District, this 12th day of

March 2008.
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A SERIES RESOLUTION AUTHORIZING THE ISSUANCE OF NOT EXCEEDING
$2,100,000,000 SALT RIVER PROJECT ELECTRIC SYSTEM REFUNDING

REVENUE BONDS OF THE SALT RIVER PROJECT AGRICULTURAL
IMPROVEMENT AND POWER DISTRICT

WHEREAS, the Board of Directors (the "Board") of the Salt River Project
Agricultural Improvement and Power District (the "District"), by its Supplemental
Resolution Dated September 10, 2001 Authorizing an Amended and Restated
Resolution Concerning Revenue Bonds, which became effective January 11, 2003 (the
"Resolution"), has created and established an issue of Salt River Project Electric
System Revenue Bonds (the "Bonds"), and

the Resolution authorizes the issuance of such Bonds in one or
more series pursuant to a "Series Resolution" authorizing such series, and

WHEREAS,

WHEREAS, as of January 31, 2008, there are outstanding approximately
$2,258,314,000 in Bonds, and

WHEREAS, the District has remaining authority from the Arizona Corporation
Commission to issue $1,625,654,710 in new revenue bonds ("Revenue Bonds"),
$1,200,654,710 of which are for capital projects and $425,000,000 of which are
dedicated to refunding a l ike amount of the Distriot's commercial paper, and
$3,801,250,072 in refunding revenue bonds ("Refunding Bonds"), of  which
$2,501,250,072 are available to refund the District's outstanding revenue bonds in the
principal amount of $2,258,314,000, with the remaining $1,300,000,000 available for
refunding of revenue bonds yet-to-be issued for capital purposes, and has on this date
approved a Series Resolution for an additional $1 ,900,000,000 in Revenue Bonds, and

WHEREAS, Title 48, Chapter 17, Article 7 of the Arizona Revised Statutes (the
"Act") authorizes the Board of Directors of the District to issue and sell revenue bonds to
refund outstanding revenue bonds, and

WHEREAS, the Board has determined that it is necessary and required that the
District be authorized to issue, from time to time, an additional not to exceed
$2,100,000,000 in Refunding Bonds, pursuant to the Resolution or pursuant to a
different resolution providing for a subordinate lien on the District's Revenues, to
provide monies to refund any of the District's outstanding Bonds heretofore or hereafter
issued pursuant to the Resolution,

now, THEREFORE, BE IT RESOLVED by the Board of Drectors of the Salt
River Project Agricultural Improvement and Power District as follows:
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ARTICLE I

Authority and Definitions

sEcTion 1. Series Resolution.  This Series Resolution is adopted in
accordance with the provisions of Article II of the Resolution and pursuant to the
authority contained in the Act.

SECTION 2. Definitions. Al l  terms which are def ined in Art ic le I  of  the
Resolution shall have the same meanings in this Series Resolution as such terms are
given in Article I of the Resolution.

ARTICLE II

Authorization of Refunding Revenue Bonds

SECTION 1. Principal Amount and Series. Pursuant to the provisions of the
Resolution, a series of bonds is hereby authorized in the aggregate principal amount of
not exceeding $2,100,000,000 (the "Refunding Bonds"). The Refunding Bonds shall be
designated as "Salt River Project Electric System Refunding Revenue Bonds." The
Refunding Bonds may have a subordinate or parity lien on the Revenues of the District
as shall be provided by subsequent resolutions of the Board of Directors of the District.

SECTION 2. Purposes. The Refunding Bonds are being issued to provide
monies to refund any Bonds heretofore or hereafter issued and to pay expenses
incurred in connection therewith.

SECTION 3. Maturities, Interest Rates. Redemption Provisions and Other
Details. The Refunding Bonds shall be dated, shall mature not more than fifty
years from the date thereof, shall bear interest at such rate or rates, or discounted
interest, not in excess of the legal rate, shall be secured by either a parity or
subordinated lien on the Revenues of the District, shall be subject to redemption or
tender prior to maturity, shall be numbered, shall be payable at such place or places,
within or without the state, shall have such parity and reserve requirements, shall be in
such denominations, shall be sold at public or private sale and in such manner, at such
times and in such amounts, shall be executed, shall be in such form and shall contain
such other provisions, all as authorized by law and as provided by subsequent
resolutions of the Board of Directors of the District.

ARTICLE III

Miscellaneous

SECTION 1. Effective Date.
immediately.

This Series Resolution shall take effect
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C E RT I F  I CAT E

I, TERRILL A. LOndON, the duly appointed, qualified, and acting

Corporate Secretary of the Salt River Project Agricultural Improvement

and Power District ("SRP"), a special district under Title 48 of the Arizona

Revised Statutes, Do HEREBY CERTIFY that attached hereto is a true

and correct copy of a resolution entitled "RESOL UTION A AUTHORIZING

APPLICA TION TO THE ARIZONA CORPORA TION COMMISSION FOR

AUTHORITY TO ISSUE NOT EXCEEDING $1,900,000,000 SALT RIVER

PROJECT ELECTRIC SYSTEM REVENUE BONDS AND NOT

EXCEEDING $2,100,000,000 SALT RIVER PROJECT ELECTRIC

SYSTEM REFUNDING REVENUE BONDS," as adopted by a majority of

the SRP Board of Directors at a meeting held on February 4, 2008, at

which a quorum was present and voted, and that no change, revision,

amendment, or addendum has been made subsequent thereto.

IN WITNESS WHEREOF, I have set my hand and seal of the Salt

River Project Agricultural Improvement and Power District, this 12th day of

008.
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RESOLUTION AUTHORIZING APPLICATION TO THE ARIZONA CORPORATION
COMMISSION FOR THE AUTHORITY TO ISSUE NOT EXCEEDING $1,900,000,000

SALT RVER PROJECT ELECTRIC SYSTEM REVENUE BONDS AND NOT
EXCEEDING $2,100,000,000 SALT RIVER PROJECT ELECTRIC SYSTEM

REFUNDING REVENUE BONDS

WHEREAS, Title 48, Chapter 17, Article 7 of the Arizona Revised Statutes (the
"Act") authorizes the Salt River Project Agricultural Improvement and Power District (the
"District") to issue and sell revenue bonds and to issue and sell revenue bonds to refund
outstanding revenue bonds, and

WHEREAS, the Board of Directors (the "Board") of the Distr ict, by i ts
Supplemental Resolution Dated September 10, 2001 Authorizing an Amended and
Restated Resolution Concerning Revenue Bonds, which became effective January 11,
2003 (the "Resolution"), has created and established an issue of Salt River Project
Electric System Revenue Bonds (the "Bonds"), and

the Resolution authorizes the issuance of such Bonds in one or
more series pursuant to a "Series Resolution" authorizing such series, and

WHEREAS,

WHEREAS, the Board of Directors, at the regular meeting held on February 4,
2008 reviewed a need for and adopted separate Series Resolutions approving the
issuance of not exceeding $1 ,900,000,000 Salt River Project Electric System Revenue
Bonds and not exceeding $2,100,000,000 Salt River Project Electric System Refunding
Revenue Bonds, which bonds are in addition to Bonds previously approved by the
Board and the Arizona Corporation Commission (the "ACC") but not yet issued, and

WHEREAS, such Bonds may be issued pursuant to the Resolution or pursuant
to a different resolution providing for a subordinate lien on the District's Revenues, and

WHEREAS, pursuant to Title 48, Chapter 17, Article 7 of the Arizona Revised
Statutes, Section 48-2465.B, the District must secure an order from the ACC authorizing
the issuance of revenue bonds and refunding revenue bonds,

now, THEREFORE, BE IT RESOLVED, that the Board of Directors of the Salt
River Project Agricultural Improvement and Power District hereby authorizes the filing of
an application by the Chief Financial Executive and Associate General Manager,
Commercial and Customer Services, or the Manager of Financial Services, with the
ACC for an order authorizing the issuance of (i) $1,900,000,000 Salt River Project
Electric System Revenue Bonds and (ii) $2,100,000,000 Salt River Project Electric
System Refunding Revenue Bonds, or such lesser amounts as they shall determine to
be necessary to meet the financial needs of the District.
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Exhibit E

Exa m ple  of Re iim ding Bond S a le  - 2004 S e rie s  A

Sources :

2004 Series A, Electric System Revenue Bonds
Origina l Issue  P remium (Net)
Net Debt Service Release

$122,110,000
10,701,562
5.130,000

TO TAL $137.941,562

Us es :

Restricted Escrow
Unde rwrite r's  Discount
Cost of Issuance

$136,991,642
695,832
254,088

TO TAL $137,941.562
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$189,791,154 $23,676,955$213,468,109

Exhibit F

S umma ry of Re duction in Future  De bt S e rvice  Re quire me nts
An Exa mple  of Re funding Bonds  -- 2004 S e rie s  A

Refunded Future
Debt S e rvice*

2004 Series A Refunding
Future Debt Service Savings

*Revenue Bonds Refunded
Principa l Refunded

1986 Series C, Term Bond s 27,485,000

1993 Series A, Term Bonds 10,875,000

1993 Series B, Serial and Term Bonds 21,600,000

1993 Series C, Serial and Term Bonds 74,910,000

Tota l P rincipa l $ 134,870,000
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C E RT I F I CAT E

"SUPPLEMENTAL RESOLUTION DATED

SEPTEMBER 10, 2001 AUTHORIZING AN AMENDED AND RESTATED

RESOLUTION RELATING TO THE EXERCISE OF POWERS GRANTED

BY ARIZONA REVISED STATUTES, ARTICLE 7, CHAPTER 17, TITLE

48; CREATING AND ESTABLISHING AN ISSUE OF SALT RIVER

PROJECT ELECTRIC SYSTEM REVENUE BONDS OF SALT RIVER

PROJECT AGRICULTURAL IMPROVEMENT AND POWER DISTRICT;

PROVIDING FOR THE ISSUANCE FROM TIME TO TIM OF SAID

BONDS; PROVIDING FOR THE PAYMENT OF PRINCIPAL AND

INTEREST ON SAID BONDS AND PROVIDING FOR THE RIGHTS OF

THE HOLDERS THEREOF"

I, TERRILL A. LOndON, the duly appointed, qualified, and acting

Corporate Secretary of the Salt River Project Agricultural Improvement

and Power District (the "District"), a special district under Title 48 of the

Arizona Revised Statutes, DO HEREBY CERTIFY that attached hereto is

a true and correct copyof a

which the Board of Directors of the District

adopted at a meeting held on September 10, 2001, at which a quorum

was present and voted, and that no change, revision, amendment, or

addendum has been made subsequent thereto.

have set my hand and seal of the Salt

Power District, this 12th day of

2 \j,€>4/uL</ Ca o we / m
Terrill A. Lon of

Corporate Secretary'"'8°.
¢>* ~_

49) .49/zQ\§"
\~3

ii

*ii

IN WITNESS WHEREOF, I

River Project Agricultural Improvement and

March 2008.

\=.'rf/-.
$~';~<»°"A 004- 14

. E A L

. §,4
8'/IV 394 ..-r\\\\\S I



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

SUPPLEMENTAL RESOLUTION DATED SEPTEMBER 10,
2001 AUTHORIZING AN AMENDED AND RESTATED

RESOLUTION RELATING TO THE EXERCISE OF
POWERS GRANTED BY ARIZONA REVISED STATUTES,

ARTICLE 7, CHAPTER 17, TITLE 48; CREATING AND
ESTABLISHING AN ISSUE OF SALT RIVER PROJECT

ELECTRIC SYSTEM REVENUE BONDS OF SALT RIVER
PROJECT AGRICULTURAL IMPROVEMENT AND

POWER DISTRICT; PROVIDING FOR THE ISSUANCE
FROM TIME TO TIME OF SAID BONDS; PROVIDING FOR
THE PAYMENT OF PRINCIPAL AND INTEREST ON SAID

BONDS AND PROVIDING FOR THE RIGHTS OF THE
HOLDERS THEREOF.

WHEREAS, Salt River Valley Water Users' Association (hereinafter called
the "Association") was duly incorporated February 9, 1903, under the General
Corporation Laws of the Territory of Arizona to furnish water for irrigation, power
for domestic and ordinary purposes, and to provide drainage to and for the lands
appurtenant to the shares held by the members of said Association, and was
authorized to construct and operate, or to contract with the United States of
America for the construction and operation of dams, power plants, transmission
lines, roads, canals, and other facilities incident to the storage, production,
distribution and operation of irrigation, water, power and drainage works for the
benefit of said lands, the area including all said lands served and benefited by
such works and improvements being known as the Salt River Project, and

WHEREAS, said Association by contract entered into with the United
States of America agreed to act as Agent for the United States of America to
collect from the owners of said lands in the Salt River Project moneys due the
United States of America for the construction and operation of the works
constructed and operated in connection with said Salt River Project and further
agreed as Agent for the United States of America to maintain, operate, complete,
improve and extend such works, and said Association, in furtherance of the
objects for which it was incorporated, expended and undertook the payment of
certain amounts of money for the construction, by it and by the United States of
America, of dams, power plants, canals, ditches, pumping plants, pipe lines and
other properties and improvements, and for said purposes issued its bonds and
assumed the payment of bonds issued by certain underlying agricultural
improvement districts therefor and thereafter incurred further indebtedness for
the improvements and replacements of the structures and equipment necessary
and useful for providing power for the use of the owners and occupants of said
lands within the exclusion lines of the Salt River Project, and

WHEREAS, all of the lands subscribed to the Articles of Incorporation of
said Salt River Valley Water Users' Association and within the exclusion lines of
the Salt River Project were organized on January 25, 1937 under the laws of the
State of Arizona as an agricultural improvement district and as a political

1



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

subdivision and body politic and corporate known and designated as Salt River
Project Agricultural Improvement and Power District (hereinafter called the
"District"), and

WHEREAS, said District, pursuant to authority of law, entered into that
certain Agreement with said Association dated March 22, 1937, whereby said
Association agreed to perform and comply with all of its contracts with the United
States of America and to act as Agent of the United States of America in
operating the Salt River Project for the benefit of this District, and

WHEREAS, by virtue of an amendment dated September 12, 1949, to that
certain Agreement with said Association dated March 22, 1937, said District
assumed the direct operation of the electric system of the Salt River Project,
including all works on Salt River and its tributaries above Granite Reef Dam, and
all property used or useful in the generation, transmission, and distribution of
electrical power and energy, and all facilities used or useful solely in the
operation and maintenance of said works and property, and the Association
under said amendment assumed as Agent of said District the direct operation
and maintenance of the irrigation and drainage system of the Salt River Project,
including all canals and laterals used in delivery of water, all works for the
diversion of water into said canals and laterals, all irrigation and drainage wells
and pumping plants, and all other facilities used or useful exclusively in the
operation and maintenance of said works and property, all to promote and assure
further economy and efficiency in the operation and maintenance of said electric
system of the Salt River Project, and to insure adequate and proper service of
water to the users thereof within Salt River Project, and

WHEREAS, under Chapter 17, Title 48, Arizona Revised Statutes said
District has the general power and authority to finance improvements and
replacements of structures and equipment necessary and useful for providing
power for the use of owners and occupants of the lands within the Salt River
Project and to reduce the cost of irrigation, drainage and power to the owners of
lands within the Salt River Project by the sale of surplus water or power, and to
issue its bonds to accomplish such financing when deemed proper for the
interest of said District and to pledge its revenues as security for the payment of
said bonds, and

WHEREAS, it is determined necessary and in the best interests of the
District to adopt a resolution relating to the exercise of Powers granted by Article
7, Chapter 17, Title 48 of Arizona Revised Statutes, and to issue bonds at such
times and in such amounts as the Board of Directors shall determine, and

WHEREAS, the District adopted its resolution entitled "RESOLUTION
RELATING TO THE EXERCISE OF POWERS GRANTED BY ARIZONA
REVISED STATUTES, ARTICLE 7, CHAPTER 17, TITLE 48, CREATING AND
ESTABLISHING AN ISSUE OF SALT RIVER PROJECT ELECTRIC SYSTEM
REVENUE BONDS OF SALT RIVER PROJECT AGRICULTURAL

2



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

IMPROVEMENT AND POWER DISTRICT, PROVIDING FOR THE ISSUANCE
FROM TIME TO TIME OF SAID BONDS, PROVIDING FOR THE PAYMENT OF
PRINCIPAL AND INTEREST ON SAID BONDS AND PROVIDING FOR THE
RIGHTS OF THE HOLDERS THEREOF" dated as of November 1, 1972, as
amended through October 14, 1993 (the "Bond Resolution"), and

WHEREAS, the District desires to amend and restate the Bond Resolution
in order to modernize the Bond Resolution so that it can efficiently operate in a
changing electric utility industry and to provide the District with greater flexibility
in the exercise of its Powers thereunder, and

WHEREAS, pursuant to Section 11.02 of the Bond Resolution the District
has the power and authority to amend the Bond Resolution by adoption of a
supplemental resolution in accordance with the provisions of Section 11.03 of the
Bond Resolution, and

WHEREAS, it is determined necessary and in the best interests of the
District to adopt a supplemental resolution amending and restating the Bond
Resolution in accordance with the provisions hereof, and

WHEREAS, this supplemental resolution shall become effective only upon
satisfaction of the provisions for adoption of a supplemental resolution as set
forth in Section 11.03 hereof,

now, THEREFORE, BE IT AND IT IS HEREBY RESOLVED by the
Board of Directors of Salt River Project Agricultural Improvement and Power
District that the Bond Resolution is hereby amended and restated as follows:

ARTICLE I
DEFINITIONS AND STATUTORY AUTHORITY

1.01 Definitions. The following terms shall, for all purposes of the
Resolution, have the following meanings:

Accountant's Report shall mean an opinion signed by an independent
public accountant of recognized national standing or a firm of public accountants
of recognized national standing, selected by the District, who may be the
accountant or firm of accountants who regularly examine the financial statements
of the District and the Association.

Accounting Practice shall mean generally
principles appropriate to the electric utility industry.

accepted accounting

Act shall mean Chapter 17, Title 48, Arizona Revised Statutes, as
amended and supplemented from time to time.

3



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

Aggregate Debt Service for any Fiscal Year shall mean, as of any date of
calculation, the sum of the amounts of Debt Service for such year with respect to
all Series.

Annual Budget shall mean the annual budget of the District, as amended
or supplemented, adopted or in effect for a particular Fiscal Year.

Authorized Newspapers shall mean two newspapers printed in the
English language, one of which is customarily published at least once a day for at
least five days (other than legal holidays) in each calendar week and of general
circulation in the City of Phoenix, Arizona, and the other of which is The Daily
Bond Buyer, a newspaper specializing in financial matters published in the
Borough of Manhattan, City and State of New York or in lieu of such publication
in The Daily Bond Buyer, in some other newspaper of general circulation
specializing in financial matters published in the Borough of Manhattan, City and
State of New York.

Authorized Officer of the District shall mean the President, Vice
President, Treasurer, Secretary or General Manager of the District or any officer
or employee of the District authorized to perform specific acts or duties by
resolution duly adopted by the District.

Bond or Bonds shall mean any bond or bonds delivered under and
pursuant to the Resolution.

Bondholder or Holder of Bonds shall mean any person who shall be the
bearer of any Bond or the registered owner of any Bond.

Construction Fund shall mean the Salt River Project Electric System
Construction Fund established in Section 5.02.

Cost of Construction shal l  mean the Distr ict 's cost of physical
construction, costs of acquisition by or for the District of a Project for the Electric
System, and costs of the District incidental to such construction or acquisition,
the cost of any indemnity and surety bonds and premiums on insurance during
construction, engineering expenses, legal fees and expenses, costs of financing,
audits, fees and expenses of the Fiduciaries, amounts, if any, required by the
Resolution or any Series Resolution to be paid into the Debt Service Fund upon
the issuance of any Series of Bonds, payments when due (whether at the
maturity of principal or the due date of interest or upon redemption) on any
indebtedness of the District (other than the Bonds) incurred for a Project for the
Electric System, costs of machinery, equipment and supplies and initial working
capital and reserves required by the District for the commencement of operation
of a Project for the Electric System, and any other costs properly attributable to
such construction or acquisition, as determined by Accounting Practice, and shall
include reimbursement to the District for any such items of Cost of Construction

4



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

theretofore paid by the District. Any Series Resolution may provide for additional
items to be included in the aforesaid Cost of Construction.

Counsel's Opinion shall mean an opinion signed by an attorney or firm of
attorneys (who may be counsel to the District) selected by the District.

Debt Reserve Account Credit Facility shall mean a letter of credit,
revolving credit agreement, surety bond, insurance policy or similar obligation,
arrangement or instrument issued by a bank, insurance company or other
financial institution, having a rating in the highest rating category from a
nationally recognized rating agency, which shall be deposited in the Debt
Reserve Account and which provides for the payment of all or a portion of the
Debt Reserve Requirement.

Debt Reserve Requirement shall mean, as of any date of calculation, an
amount equal to one-half of the average annual interest cost for all Outstanding
Bonds, which may be satisfied by the deposit of cash or securities in the Debt
Reserve Account or by the deposit of a Debt Reserve Account Credit Facility in
the Debt Reserve Account in lieu of or in partial substitution for cash or securities
on deposit therein. For purposes of determining the average annual interest cost
for any Outstanding Bonds which bear interest at a variable rate, the District shall
assume the same average interest cost applicable to such Outstanding Bonds for
the previous Fiscal Year.

Debt Service for any period shall mean, as of any date of calculation and
with respect to any Series an amount equal to the sum of (i) interest accruing
during such period on Bonds of such Series, except to the extent that such
interest is to be paid from deposits in the Debt Service Account in the Debt
Service Fund made from Bond proceeds, and (ii) that portion of each Principal
Installment for such Series which would accrue during such period if such
Principal Installment were deemed to accrue daily in equal amounts from the
next preceding Principal Installment due date for such Series (or, if there shall be
no such preceding Principal Installment due date, from a date one year
preceding the due date of such Principal Installment). Such interest and
Principal Installments for such Series shall be calculated on the assumption that
no Bonds of such Series Outstanding at the date of calculation will cease to be
Outstanding except by reason of the payment of each Principal installment on
the due date thereof.

Debt Service Fund shall mean the Salt River Project Electric System
Debt Service Fund established in Section 5.02, including the Debt Service
Account and Debt Reserve Account created therein.

Defeasance Securities shall mean and include any of the following
securities, if and to the extent the same are at the time legal for investment of
District funds:

5



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

(i) Any security which is (a) a direct obligation of or
unconditionally guaranteed by, the United States of America or the State
of Arizona or (b) an obligation of an agency or instrumentality of the United
States of America the payment of which is unconditionally guaranteed as
a full faith and credit obligation by the United States of America, which is
not callable or redeemable at the option of the issuer thereof,

(ii) Any depositary receipt issued by a bank as custodian with
respect to any Defeasance Securities which are specified in clause (i)
above and held by such bank for the account of the holder of such
depository receipt, or with respect to any specific payment of principal or
interest on any such Defeasance Securities which are so specified and
held, by such bank for the account of the holder of such depositary
receipt, or with respect to any specific payment of principal of or interest
on any such Defeasance Securities which are so specified and held,
provided that (except as required by law) such custodian is not authorized
to make any deduction from the amount payable to the holder of such
depositary receipt from any amount received by the custodian in respect
of the Defeasance Securities or the specific payment of principal or
interest evidenced by such depositary receipt,

(iii) Certificates of deposit, whether negotiable or non-negotiable,
and banker's acceptances whose maturity value shall not be greater than
1/25 of the capital and surplus of the accepting bank or commercial paper
issued by the parent holding company of any such bank which at the time
of investment has an outstanding unsecured, uninsured and unguaranteed
debt issue rated in the highest short term rating category by a nationally
recognized rating agency,

(iv) Any obligation of any state or political subdivision of a state
or of any agency or instrumentality of any state or political subdivision
("MunicipaI Bond") which Municipal Bond is fully secured as to principal
and interest by an irrevocable pledge of moneys or direct and general
obligations of, or obligations guaranteed by, the United States of America,
which moneys or obligations are segregated in trust and pledged for the
benefit of the holder of the Municipal Bond, and which Municipal Bond is
rated in the highest rating category by at least two nationally recognized
rating agencies, and provided, however, that such Municipal Bond is
accompanied by (1) a Counsel's Opinion to the effect that such Municipal
Bond will be required for the purposes of the investment being made
therein and (2) a report of a nationally recognized independent certified
account verifying that the moneys and obligations so segregated are
sufficient to pay the principal of, premium, if any, and interest on the
Municipal Bond, and

6

l l I llllul I l lll\ll lllll IHWI lull l l l l l l I lullll l l l l l l l l l l 1 I I l l _



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

(v) Any other security designated in a Series Resolution as
Defeasance Securities for purposes of defensing the Bonds authorized by
such Series Resolution.

Depositary shall mean any bank or trust company selected by the District
as a depositary of moneys and securities held under the provisions of the
Resolution, and may inciudethe Trustee.

District shall mean the Salt River Project Agricultural Improvement and
Power District, a body politic and corporate organized and existing under the
laws of the State of Arizona, including the Act.

Electric System shall mean properties and assets to which legal title is
vested in the District and was so vested on the date of adoption of this
Resolution and all properties and assets acquired by the District as renewals and
replacements, additions and expansion, and improvements thereto, as recorded
in the books of the District pursuant to Accounting Practices, but shall not include
properties and assets that may be hereafter purchased, constructed or otherwise
acquired by the District as a separate system or facility, the revenue of which
may be pledged to the payment of bonds or other forms of indebtedness issued
to purchase, construct or otherwise acquire such separate system or facility and
shall not include properties or assets charged to Irrigation Plant or any
Separately Financed Project.

Event of Default shall have the meaning given to such term in Section
8.01.

Fiduciary or Fiduciaries shall mean the Trustee, the Paying Agents, or
any or all of them, as may be appropriate.

Fiscal Yearshall mean the period commencing May 1 and ending April 30
for each twelve-month period or any other consecutive twelve-month period
designated by the District from time to time.

General Fund shall mean the Salt River Project Agricultural Improvement
and Power District General Fund which has been created and maintained
pursuant to the Act.

Investment Securities shall mean any securities if and to the extent the
same are at the time legal for investment of District funds.

Irrigation Plant shall mean all land and land rights, structures, facilities
and equipment used or usable by the District or the Salt River Valley Water
Users' Association solely for the development, storage, transportation,
distribution and delivery of water to the owners or occupants of the lands within
the Salt River Project having rights thereto or to anyone acting on behalf thereof
pursuant to contracts with the Salt River Valley Water Users' Association or the
District.

7
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Operating Expenses shall mean the District's expenses of operating the
Electric System, including, without limiting the generality of the foregoing, all
costs of purchased power, operation, maintenance, generation, production,
transmission, distribution, repairs, replacements, engineering and transportation
required for the operation of the Electric System (including any payments made
pursuant to a "take-or-pay" electric supply or energy contract that obligates the
District to pay for fuel, energy or power, so long as fuel or energy is delivered or
made available for delivery), administrative and general, audit, legal, financial,
pension, retirement, health, hospitalization, insurance, taxes and any other
expenses actually paid or accrued, without limitation, expenses of the District
applicable to the Electric System, as recorded on its books pursuant to
Accounting Practice and any other expenses of the District applicable to the
Electric System, as recorded on its books pursuant to Accounting Practice, and
any other expenses incurred or payments by the District under the provisions of
the Resolution or in discharge of obligations required to be paid by local, state or
federal laws, all to the extent properly allocable to the Electric System under
Accounting Practice, including those expenses the payment of which is not
immediately required, such as those expenses related to the funding of a reserve
in the Operating Fund.

Operating Expenses shall not include any costs or expenses for falling
water used in hydroelectric operations of the District, charges for depreciation,
voluntary payments in lieu of taxes and operation, maintenance, repairs,
replacement and construction of the Irrigation Plant.

Outstanding when used with reference to Bonds, shall mean, as of any
date, Bonds theretofore or thereupon being authorized and delivered under the
Resolution except:

(i) Any Bonds cancelled by the Trustee at or prior to such date,

(ii) Bonds (or portions of Bonds) for the payment or redemption
of which moneys, equal to the principal amount or Redemption Price
thereof, as the case may be, with interest to the date of maturity or
redemption date, shall be held in trust under the Resolution and set aside
for such payment or redemption (whether at or prior to the maturity or
redemption date), provided that if such Bonds (or portions of Bonds) are to
be redeemed, notice of such redemption snail have been given as in
Article IV provided or provisions satisfactory to the Trustee shall have
been made for the giving of such notice,

(iii) Bonds in lieu of or in substitution for which other Bonds shall
have been delivered pursuant to Article III or Sections 4.06 or 11.06, and

(iv) Bonds deemed to have been paid as provided in subsection
2 of Section 12.01.

8



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

Paying Agent shall mean any bank or trust company designated as
paying agent for the Bonds of any Series, and its successor or successors
hereafter appointed in the manner provided in the Resolution.

Principal Installment shall mean, as of any date of calculation and with
respect to any Series, so long as any Bonds thereof are Outstanding, (i) the
principal amount of Bonds of such Series due on a certain future date for which
no Sinking Fund installments have been established, or (ii) the unsatisfied
balance of any Sinking Fund Installments due on a certain future date for Bonds
of such Series, plus the amount of the sinking fund redemption premiums, if any,
which would be applicable upon redemption of such Bonds on such future date in
a principal amount equal to said unsatisfied balance of such Sinking Fund
Installments, or (iii) if such future dates coincide as to different Bonds of such
Series, the sum of such principal amount of Bonds and of such unsatisfied
balance of Sinking Fund Installments due on such future date plus such
applicable redemption premiums, if any.

Project shall mean the purchase, replacement, construction, leasing or
acquisition of any real or personal property or interest therein, works or facilities
which the District is authorized by law to purchase, replace, construct, lease or
otherwise acquire, or the improvement, reconstruction, extension or addition to
any real or personal property, works or facilities owned or operated by the
District, or any program of development involving real or personal property,
works or facilities which the District is authorized by law to purchase, replace,
construct, lease or otherwise acquire or the improvement, reconstruction,
extension or addition to such program.

Put Bonds shall mean Bonds which, by their terms, may be tendered by
and at the option of the owner thereof, or are subject to a mandatory tender, for
payment or purchase prior to the stated maturity or redemption date thereof.

shall mean the Salt River Project Electric
System Rate Stabilization Fund established in Section 5.02.

Rate Stabilization Fund

Redemption Price shall mean, with respect to any Bond, the principal
amount thereof plus the applicable premium, if any, payable upon redemption
thereof pursuant to such Bond or the Resolution.

Refunding Bonds shall mean all Bonds, whether issued in one or more
Series, issued and delivered pursuant to Section 2.05 and thereafter delivered in
lieu of or in substitution for such Bonds pursuant to Article Ill or Sections 4.06 or
11.06.

Resolution shall mean this Amended and Restated Resolution
Concerning Revenue Bonds as from time to time amended or supplemented by
Supplemental Resolutions in accordance with the terms hereof.
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shall mean the Salt River Project Electric System
Revenue Fund established in Section 5.02.

Re ve n u e  Fu n d

Revenues shall mean (i) all revenues, income, rents and receipts derived
by the District from the ownership and operation of the Electric System and the
proceeds of any insurance covering business interruption loss relating to the
Electric System and (ii) interest received on any moneys or securities (other than
in the Construction Fund) held pursuant to the Resolution and paid into the
Revenue Fund, but not including any such income or receipts attributable directly
or indirectly to the ownership or operation of any Separately Financed Project
and not including any federal or state grant monies the receipt of which is
conditioned upon their expenditure for a particular purpose.

Revenues Available For Debt Service for any Fiscal Year or period of 12
calendar months shall mean all Revenues less Operating Expenses for such
Fiscal Year or period.

Separately Financed Project means any project described as such in
Section 2.06.

Series shall mean all of the Bonds issued pursuant to a Series Resolution,
and any Bonds thereafter delivered in lieu of or in substitution for such Bonds
pursuant to Article Ill or Sections 4.06 or 11.06, regardless of variations in
maturity, interest rate, Sinking Fund installments, or other provisions. If a Series
of Bonds is sold in installments, Series shall mean all the Bonds of such
installment.

Series Resolution shall mean a resolution of the District authorizing the
issuance of a Series of Bonds adopted by the District in accordance with Article ll
and any subsequent resolution of the District which provides for the sale of all or
part of such Series of Bonds.

mean an amount so designated which is
established pursuant to subsection (11) of Section 2.02.

Sinking Fund Installment shall

Subordinated Indebtedness shall mean any evidence of debt referred to
in, and complying with the provisions of, Section 5.09.

Supplemental Resolution shall mean any resolution supplemental to or
amendatory of the Resolution, adopted by the District in accordance with Article
x.

Trustee shall mean the trustee appointed pursuant to Article IX, and its
successor or successors and any other corporation which may at any time be
substituted in its place pursuant to the Resolution.
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Except where the context otherwise requires, words importing the singular
number shall include the plural number and vice versa, and words importing
persons shall include firms, associations, corporations and governmental entities.

1.02 Authority for the Resolution.
to the provisions of the Act.

The Resolution is adopted pursuant

1.03 Resolution to Constitute Contract. In consideration of the
purchase and acceptance of any and all of the Bonds authorized to be issued
hereunder by those who shall hold the same from time to time, the Resolution
shall be deemed to be and shall constitute a contract between the District and
the Holders from time to time of the Bonds and the pledge made in the
Resolution and the covenants and agreements therein set forth to be performed
on behalf of the District shall be for the equal benefit, protection and security of
the Holders of any and all of the Bonds, all of which, regardless of the time or
times of their authentication and delivery or maturity, shall be of equal rank
without preference, priority or distinction of any of the Bonds over any other
thereof except as expressly provided in or permitted by the Resolution.

ARTICLE II
AUTHORIZATION AND ISSUANCE OF BONDS

2.01 Authorization of Bonds. There is hereby established and created
an issue of Bonds of the District to be known and designated as "Salt River
Project Electric System Revenue Bonds", which Bonds may be issued as
hereinafter provided without limitation as to amount except as provided in the
Resolution or as may be hereafter limited by law. The Bonds shall not constitute
general obligations of the District, and no Holder or Holders of any of the Bonds
shall ever have the right to compel any exercise of the taxing Powers of the
District to pay the Bonds or the interest thereon, and each Bond issued pursuant
to this Resolution shall recite in substance that said Bond, including interest
thereon, is payable from the Revenues and other funds pledged to the payment
thereof. All Bonds shall be equally and ratably secured without priority by reason
of Series designation, number, date of Bonds, date of sale, execution, maturity,
or delivery, by a lien on the Revenues and other funds pledged to the payment
thereof, all in accordance with the provisions of the Act and this Resolution.

2.02 Provisions for Issuance of Bonds. The issuance of the Bonds
may be authorized by a Series Resolution or Series Resolutions of the District
adopted subsequent hereto, in one or more Series. The Bonds of each Series
may be sold in one or more installments. The Bonds of each Series shall, in
addition to the Title "Salt River Project Electric System Revenue Bonds", contain
an appropriate Series designation. If a Series of Bonds is sold in one or more
installments it shall, in addition to its Series designation, contain a designation
distinguishing it from other installments of said Series.
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Each Series Resolution authorizing the issuance of a Series of Bonds
shall also specify or provide the manner of determining:

(1)
Bonds,

the authorized principal amount of such Series of

(2) the purposes for which the Bonds of such Series are
being issued, which shall be only the payment or reimbursement of
the Cost of Construction of a Project for the Electric System, or the
refunding of obligations previously issued with respect to a Project
for the Electric System, which obligations to be refunded shall be
specified in such Series Resolution, or any other lawful purpose,

(3) the date or dates, maturity date or dates and the
interest payment date or dates, or the manner of determining the
same,

(4) the interest rate or rates, if any, or the manner of
determining such rate or rates,

(5) the denomination or denominations of the Bonds of
such Series, provided that each Bond shall be in the denomination
of $5,000 or an integral multiple thereof, not exceeding the
aggregate principal amount of the Bonds of such Series, or in the
case of the sale of a Series of Bonds in installments such
installment, maturing in the year of maturity of the Bond for which
the denomination is to be specified or, in such other denominations
as shall be provided in the Series Resolution,

(6) the premiums, if any, to be paid upon the redemption
of the Bonds of such Series, and the terms of such redemption,

(7) the place or places of payment of the principal of and
interest and redemption premium, if any, on the Bonds of such
Series:

(8) provisions for the sale or other disposition of the
Bonds of such Series,
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(9) the forms of the Bonds of such Series, and if the
Bonds are Put Bonds, provisions regarding the tender for purchase
thereof and payment of the purchase price thereof,

(10) the officers of the District directed to execute the
Bonds of such Series by either manual or facsimile signature,

(11) the amount and due date of each Sinking Fund
Installment for the Bonds of such Series, if any, and

(12) any other provisions deemed advisable by the District
not in conflict with the provisions of this Resolution.

When a Series of Bonds is sold in installments, each such installment may
have details, terms and provisions which differ from other installments of the
same Series of Bonds, all as provided by Series Resolution.

Bonds shall be delivered in accordance with a Series Resolution but only
upon receipt by the Trustee of:

(1) A Counsel's Opinion to the effect that (a) the District has the
right and power under the Act to adopt the Series Resolution, and the
Series Resolution has been duly and lawfully adopted by the District, is in
full force and effect, and is valid and binding upon the Authority, and
enforceable in accordance with its terms, and no other authorization for
the Series Resolution is required, (b) the Series Resolution creates the
valid pledge which it purports to create in the manner and to the extent
provided therein, (c) the Bonds are valid, binding, direct and general
obligations of the District, enforceable in accordance with their terms and
the terms of the Series Resolution and entitled to the benefits of the Act,
and such Bonds have been duly and validly authorized and issued in
accordance with law and the Series Resolution, and (d) the District has
good right and lawful authority under the Act to effectuate the purposes for
which the proceeds of such Bonds will be utilized, subject, in the case of
Bonds issued for other than refunding purposes, to obtaining such
licenses, orders or other authorizations, if any, as, at the date of such
Counsel's Opinion, may be required to be obtained from any agency or
regulatory body having lawful jurisdiction in order to effectuate such
purposes,

(2) A certified copy of the Series Resolution and certificate of
determination of an Authorized Officer of the District, if any, authorizing
such Bonds,

(3) A written order of the District as to the delivery of the Bonds,
signed by an Authorized Officer of the District,
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(4) Such further documents and moneys as are required by the
Series Resolution authorizing such Bonds, and

(5) A certificate of an Authorized Officer of the District to the
effect that, upon the delivery of the Bonds, the District will not be in default
in the performance of the terms and provisions of the Resolution.

2.03 Dates, Form of Bonds and Bond Proceeds. 1. Each Series of
Bonds shall mature on such dates and in such amounts, bear interest at such
rate or rates payable on such dates, and be subject to redemption upon such
terms all as provided in the Series Resolution authorizing the issuance of such
Series of Bonds. All Bonds of each installment of a Series of like maturity shall
be identical in all respects except as to denominations and numbers and in fully
registered form without coupons.

2. The proceeds, including accrued interest, of the Bonds of
each Series shall be applied simultaneously with the delivery of such Bonds, as
follows:

(1) There shall be deposited in the Debt Service Account
(i) an amount equal to the accrued interest on such Bonds to the
date of such delivery, and (ii) if and to the extent provided in the
Series Resolution authorizing such Bonds, such additional amount
as may be necessary so that the sum deposited in such Account
shall equal the unpaid interest accrued and to accrue on all Bonds
issued for such Project to a date not later than the estimated date
of completion of such Project, or such longer period as may be
provided by the Series Resolution authorizing the issuance of such
Series of Bonds,

(2) There shall be deposited in the Debt Reserve Account
the amount, i f  any, provided for by the Series Resolut ion
authorizing the issuance of such Series of Bonds, and

(3) The remaining balance shall be deposited in the
Construction Fund.

2.04 Additional Bonds. 1. The District may from time to time issue
Bonds pursuant to a Series Resolution which will rank on a parity with and be
secured by an equal charge and lien on the Revenues, upon satisfaction of the
conditions to the issuance of Bonds contained in Section 2.02, only if, (a)
Revenues Available For Debt Service, adjusted as provided in paragraph 3
hereof, of any 12 consecutive calendar months out of the 24 calendar months
next preceding the issuance of such proposed additional Bonds, are not less
than one and ten hundredths (1 10/100ths) times the maximum total Debt
Service for any succeeding year on all Bonds which wil l  be outstanding
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immediately prior to the issuance of the proposed additional Bonds, and (b) the
estimated Revenues Available For Debt Service, adjusted as provided in
paragraph 4 hereof, for each of the five (5) Fiscal Years immediately following
the issuance of such proposed additional Bonds are not less than one and ten
hundredths (1 10/100ths) times the total, for each such respective Fiscal Year, of
the Debt Service on all Bonds which will be outstanding immediately subsequent
to the issuance of the proposed additional Bonds.

2. Prior to the issuance of any additional Bonds evidencing
additional indebtedness, the payment of principal, interest and Redemption Price
of which additional Bonds will be a lien on the Revenues on a parity with
previously issued Series of Bonds, the District shall obtain a certificate of an
Authorized Officer of the District evidencing full compliance with the provisions of
clauses (a) and (b) of subsection 1 of this Section.

3. In determining the amount of Revenues Available For Debt
Service for the purposes of clause (a) of subsection 1 of this Section, the
Authorized Officer of the District may adjust the Revenues Available For Debt
Service by adding thereto the following:

(i) in the event the District shal l  have acquired an
operating utility or facility subsequent to the beginning of the 12
month period selected pursuant to clause (a) of subsection 1 of this
Section, an estimate made by an Authorized Officer of the District
of such additional Revenues Available For Debt Service for such 12
month period which would have resulted had such operating utility
or facility been acquired at the beginning of such 12 month period,

(ii) in the event any adjustment of rates with respect to
the Electric System shall have become effective subsequent to the
beginning of the 12 month period selected pursuant to clause (a) of
subsection 1 of this Section, an estimate made by an Authorized
Officer of the District of such additional Revenues Available For
Debt Service for such 12 month period which would have resulted
had such rate adjustment been in effect for the entire period, and

(iii) an estimate made by an Authorized Officer of the
District of the amounts from the Rate Stabilization Fund which have
been transferred to pay Debt Service for the 12 month period
selected pursuant to clause (a) of subsection 1 of this Section.

4. In determining the amount of estimated Revenues Available
For Debt Service for the purpose of clause (b) of subsection 1 of this Section, the
Authorized Officer of the District may adjust the estimated Revenues Available
For Debt Service by adding thereto any estimated increase in revenue resulting
from any increase in electric rates or any amount on deposit in the Rate
Stabilization Fund which is expected to be transferred by the District to pay Debt
Service or to offset any increase in electric rates, which, in the opinion of the
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Authorized Officer of the District, are economically feasible, and reasonably
considered necessary based on projected operations for such 5 year period.

5. The certificate required by subsection 2 of this Section shell
be conclusive evidence and the only evidence required to show compliance with
the provisions and requirements of this Section.

2.05 Refunding Bonds. 1. One or more Series of Refunding Bonds
may be issued at any time to refund any part or all of the Bonds of any one or
more Series then Outstanding. Refunding Bonds shall be issued in a principal
amount sufficient, together with other moneys available therefor, to accomplish
such refunding and to make the deposits in the Debt Service Fund required by
the provisions of this Section or by the provisions of the Series Resolution
authorizing such Bonds.

2. Refunding Bonds of each Series issued to refund any part or
all of the Bonds of any one or more Series then Outstanding may be delivered by
the District upon receipt by the Trustee of:

(a) Irrevocable instructions to the Trustee, satisfactory to it, to
give due notice of redemption of all the Bonds to be refunded on a
redemption date specified in such instructions,

(b) If the Bonds to be refunded are not by their terms subject to
redemption within the next succeeding 60 days, irrevocable instructions to
the Trustee, satisfactory to it, to make due publication of the notice
provided for in Section 12.01 to the Holders of the Bonds being refunded,

(c) Either (i) moneys in an amount sufficient to effect payment at
the applicable Redemption Price of the Bonds to be refunded, together
with accrued interest on such Bonds to the redemption date, which
moneys shall be held by the Trustee or any one or more of the Paying
Agents in a separate account irrevocably in trust for the benefit of such
Refunding Bonds until such time as such amount shall be assigned to the
respective Holders of the Bonds to be refunded for payment of the
Redemption Price of the Bonds to be refunded, together with accrued
interest, on the redemption date, or (ii) Defeasance Securities in such
principal amounts, of such maturities, bearing such interest, and otherwise
having such terms and qualifications, as shall be necessary to comply with
the provisions of subsection 2 of Section 12.01 and any moneys required
pursuant to said subsection 2, which Defeasance Securities and moneys
shall be held in trust and used only as provided in subsection 2.05(c)(i)
above, and

(d) Either (i) a certificate of an Authorized Officer of the District
as required by paragraph 2 of Section 2.04 or (ii) a certificate of an
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Authorized Officer of the District setting forth (1) the Aggregate Debt
Service for the then current and each future Fiscal Year to and including
the Fiscal Year next preceding the date of the latest maturity of any Bonds
of any Series then Outstanding (A) with respect to the Bonds of all Series
Outstanding immediately prior to the date of delivery of such Refunding
Bonds, and (B) with respect to the Bonds of all Series to be Outstanding
immediately thereafter, and (2) that the Aggregate Debt Service set forth
for each Fiscal Year pursuant to (B) above is no greater than that set forth
for such Fiscal Year pursuant to (A) above.

The proceeds, including accrued interest, of the Refunding Bonds of each such
Series shall be applied simultaneously with the delivery of such Bonds in the
manner provided in the Series Resolution authorizing such Bonds.

3. Any balance of the proceeds of Refunding Bonds not
needed for the purposes provided in this Section or in the Series Resolution
authorizing such Bonds may be used by the District, to the extent necessary, to
pay any expenses incurred in connection with the issuance of such Refunding
Bonds and, thereafter, any remaining balance not so needed by the District shall
be deposited in the Revenue Fund.

2.06 Separately Financed Projects. Nothing in this Resolution shall
prevent the District from authorizing and issuing bonds, notes or other obligations
or evidences of indebtedness, other than Bonds, for any project authorized by
the Act, or from financing any such project from other available funds (such
project being referred to herein as a "Separately Financed Project"), if the debt
service on such bonds, notes, or other obligations or evidences of indebtedness,
if any, and the District's share of any operating expenses related to such
Separately Financed Project, are payable solely from the revenues or other
income derived from the ownership or operation of such Separately Financed
Project.

ARTICLE III
GENERAL TERMS AND PROVISIONS OF BONDS

3.01 Execution and Authentication. 1. Bonds of each Series shall be
signed by the President or Vice President and the Secretary or Assistant
Secretary of the District, either manually or by their printed, engraved or
lithographed facsimile signatures, with the seal of the District or a facsimile
thereof affixed thereto, as fixed by a Series Resolution. Each Bond of each
Series shall be numbered and shall bear the date of its issue as provided by
Series Resolution, so as to be distinguished from every other Bond. Bonds shall
express on their faces that they are signed by authority of Article 7 of the Act.
Bonds shall be valid and binding obligations notwithstanding that before the
delivery thereof and payment therefor either or both of the persons whose
signatures appear thereon shall have ceased to be such officers of the District.
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All Bonds shall be payable as to interest, principal and premium, if any, in any
coin or currency which, on the respective dates of payment thereof, shall be legal
tender for the payment of public and private debts.

2. Except as otherwise provided in a Series Resolution with
respect to the Series of Bonds authorized thereunder, Bonds shall bear thereon a
certificate of authentication, in the form set forth in the Series Resolution
authorizing such Series of Bonds, executed manually by the Trustee. Except as
otherwise provided in a Series Resolution with respect to the Series of Bonds
authorized thereunder, no Bond shall be entitled to any right or benefit under the
Resolution or shall be valid or obligatory for any purpose until such certificate of
authentication shall have been duly executed by the Trustee. Such certificate of
the Trustee upon any Bond executed on behalf of the District shall be conclusive
evidence that the Bond so authenticated has been duly authenticated and
delivered under the Resolution and that the Owner thereof is entitled to the
benefits hereof.

3.02 Form, Ownership and Transfer of Bonds. Bonds of each Series
may be issued in the form of fully registered Bonds without coupons, all as
provided by the Series Resolution authorizing each Series. The District, the
Trustee, the Paying Agents and any other person may treat the registered owner
of any registered Bond, as the absolute owner of such Bond for the purpose of
making payment thereof and for all other purposes, and neither the District nor
the Trustee nor the Paying Agents shall be bound by any notice or knowledge to
the contrary, whether such Bond shall be overdue or not. All payments of or on
account of interest to any registered owner of any registered Bond (or to his
registered assigns), and all payments of or on account of principal to the
registered owner of any registered Bond, shall be valid and effectual and shall be
a discharge of the District, the Trustee and the Paying Agents, in respect of the
liability upon the Bond or claim for interest, as the case may be, to the extent of
the sum or sums so paid.

3.03 Book-Entry-Only System. Notwithstanding any other provision of
the Resolution, the District may employ a book-entry-only system of registration
with respect to any Series of Bonds. The procedures regarding such registration
shall be set forth in the Series Resolution authorizing such Series of Bonds and
the District may, if necessary, amend the Resolution pursuant to Section 10.01 to
achieve such book-entry-only registration system. Notwithstanding the
foregoing, any provisions of the Resolution inconsistent with book-entry-only
Bonds shall not be applicable to such book-entry-only Bonds.

3.04 Transfer of Registered Bonds. The Trustee shall keep, as Bond
Registrar (hereinafter referred to as the "Registrar") at all times while any of the
Bonds containing provisions for registration and transfer shall be outstanding and
unpaid, books for the registration and transfer of such Bonds. Any registered
Bond containing provisions for transfer may be transferred pursuant to the
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provisions thereof at the principal office of the Registrar by surrender of such
Bond for cancellation, accompanied by a written instrument of transfer, in form
satisfactory to the Registrar, duly executed by the registered owner in person or
by his duty authorized agent, and thereupon the District will issue and deliver at
the office of the Registrar (or send by registered mail to the owner thereof at the
owner's expense), in the name of the transferee or transferees, a new registered
Bond, of like Series, form, interest rate, principal amount and maturity, dated so
that there shall result no gain or loss of interest as a result of such transfer. To
the extent of denominations authorized in respect of any such Bond by the terms
thereof, or by the terms of this Resolution, one such registered Bond may be
transferred for several such registered Bonds of like Series, form, interest rate
and maturity, and for a like aggregate principal amount, and several such
registered Bonds may be transferred for one or several such registered Bonds,
respectively, of like Series, form, interest rate and maturity and for a like
aggregate principal amount. If so provided in the Series Resolution, the District
or the Bond Registrar shall not be obligated to transfer or exchange any
registered Bonds of such Series during the 15 days preceding the date on which
notice of redemption of a Bond is to be given or any Bond that has been called
for redemption except the unredeemed portion of any Bond being redeemed in
part.

3.05 Exchange of Bonds. 1. The registered owner of any registered
Bond may at any time (provided such Bond shall not have been called for
redemption) surrender the same at the principal office of the Registrar, with
instruments of transfer satisfactory to the Registrar, and shall be entitled to
receive in exchange therefor an equal aggregate principal amount of Bonds of
the same Series, interest rate and maturity, of any one or more of the forms, the
issue of which has been provided for with respect to such Series: and the District
will issue and deliver at the principal office of the Registrar (or send by registered
mail to the owner thereof at the owner's expense) the Bonds necessary to make
such exchange.

2. Upon the issue of any registered Bond, the serial number or
numbers covering a Bond or Bonds of the same Series, interest rate and maturity
and an equal aggregate principal amount may be reserved. The serial number or
numbers so reserved shall be endorsed on such registered Bond, which may
also bear such endorsement or legend satisfactory to the Registrar as may be
required to conform to usage or law with respect thereto.

3. Whenever registered Bonds with proper instruments of
transfer shall be surrendered to the Registrar for exchange for Bonds of like
Series, interest rate and maturity, the District shall issue and deliver at the
principal office of the Registrar (or send by registered mail to the owner thereof at
the owner's expense) in exchange a like principal amount of Bonds of the same
Series, interest rate and maturity, bearing the serial number or numbers so
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reserved upon the issuance of the registered Bond or Bonds so surrendered, so
that no gain or loss of interest shall result from such exchange.

3.06 Charges for and Validity of Bonds Exchanged. 1. As a
condition of any exchange or of any registration or transfer, the District at its
option may require the payment of a sum sufficient to reimburse it for any stamp
tax or other governmental charge that may be imposed thereon. All Bonds
executed and delivered in exchange for or upon transfer of Bonds so delivered
shall be valid obligations of the District evidencing the same obligation as the
Bonds surrendered, and shall be entitled to all the benefits and protection of this
Resolution and of the Series Resolution authorizing the issuance of such Bond to
the same extent as the Bonds in exchange for or upon transfer of which they
were executed and delivered.

2. Anything herein to the contrary notwithstanding, the cost of
preparing each new registered Bond upon each exchange or transfer, and any
other expenses of the District, or the Trustee, incurred in connection therewith
(except any applicable governmental transfer or stamp tax or other charge) shall
be paid by the District from the Revenue Fund as an Operating Expense.

3.07 Mutilated, Destroyed and Lost Bonds. In case any Bond shall at
any time become mutilated or be lost or destroyed, the District in its discretion
may execute and deliver a new Bond of like tenor and effect in exchange or
substitution for and upon the surrender and cancellation of such mutilated Bond,
or in lieu of or in substitution for such destroyed or lost Bond, or if such lost Bond
shall have matured, instead of issuing a substitute therefor, the District may at its
option pay the same without the surrender thereof. No such substitute Bond
shall be issued unless the applicant for the issuance thereof shall furnish to the
District evidence satisfactory to it of the destruction or loss of the original Bond,
and the ownership thereof, and also an indemnity bond satisfactory to the District
in an amount equal to twice the amount of each such Bond, and the applicant for
the issuance thereof shall reimburse the District for the expenses incurred by the
District in connection with the preparation, execution, issuance and delivery of
the substitute Bond, and any such substitute Bond shall be equally and
proportionately entitled to the security of this Resolution with all other Bonds
issued. Notwithstanding anything to the contrary contained in this Section 3.07,
the District may at its option waive the requirement of an indemnity bond and the
payment expenses incurred by the District in connection with the delivery of a
substitute Bond for any mutilated, destroyed or lost Bond.

3.08 Temporary Bonds. 1. Until the definitive Bonds of any Series are
prepared, the District may execute, in the same manner as is provided in Section
3.01, and deliver, in lieu of definitive Bonds, but subject to the same provisions,
limitations and conditions as the definitive Bonds except as to the denominations
thereof and as to exchangeability for registered Bonds, one or more temporary
Bonds (which may be registrable as to principal and interest) substantially of the
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tenor of the definitive Bonds in lieu of which such temporary Bond or Bonds are
issued, without coupons, in denominations of $5,000 or any multiples thereof
authorized by the District, and with such omissions, insertions and variations as
may be appropriate to temporary Bonds. The District at its own expense shall
prepare and execute and, upon the surrender of such temporary Bonds, for
exchange and the cancellation of such surrendered temporary Bonds, the
Trustee shall authenticate and, without charge to the Holder thereof, deliver in
exchange therefor, definitive registered Bonds, of the same aggregate principal
amount and series and maturity as the temporary Bonds surrendered. Until so
exchanged, the temporary Bonds shall in all respects be entitled to the same
benefits and security as definitive Bonds issued pursuant to the Resolution.

2. All temporary Bonds surrendered in exchange either for
another temporary Bond or Bonds or for a definitive Bond or Bonds shall be
forthwith cancelled by the Trustee.

3.09 Cancellation and Destruction of Bonds. All Bonds paid or
redeemed, either at or before maturity, shall be delivered to the Trustee when
such payment or redemption is made, and such Bonds, together with all Bonds
purchased by the Trustee, shall thereupon be promptly cancelled. Bonds so
cancelled may at any time be cremated or otherwise destroyed by the Trustee,
who shall execute a certificate of cremation or destruction in duplicate by the
signature of one of its authorized officers describing the Bonds so cremated or
destroyed, and one executed certificate shall be filed with the District and the
other executed certificate shall be retained by the Trustee.

ARTICLE IV
REDEMPTION OF BONDS

4.01 Privilege of Redemption and Redemption Price. Bonds subject
to redemption prior to maturity pursuant to any Series Resolution shall be
redeemable, upon published notice as provided in this Article iv, at such times,
at such Redemption Prices and upon such terms in addition to the terms
contained in this Article IV as may be specified in this Resolution or in the Series
Resolution authorizing such Series.

4.02 Redemption at the Election or Direction of the District. In the
case of any redemption of Bonds at the election or direction of the District, the
District shall give written notice to the Trustee of its election or direction so to
redeem, of the redemption date, of the Series, and of the principal amounts of
the Bonds of each maturity of such Series to be redeemed (which Series
maturities and principal amounts thereof to be redeemed shall be determined by
the District in its sole discretion, subject to any limitations with respect thereto
contained in the Resolution). In the event notice of redemption shall have been
given as in Section 4.05 provided, there shall be paid prior to the redemption
date to the appropriate Paying Agents an amount in cash which, in addition to
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other moneys, if any, available therefor held by such Paying Agents, will be
sufficient to redeem on the redemption date at the Redemption Price thereof,
plus interest accrued and unpaid to the redemption date, all of the Bonds to be
redeemed. The District shall promptly notify the Trustee in writing of all such
payments by it to a Paying Agent.

4.03 Redemption Otherwise Than at District's Election or Direction.
Whenever by the terms of the Resolution the Trustee is required or authorized to
redeem Bonds otherwise than at the election or direction of the District, the
Trustee shall select the Bonds to be redeemed, give the notice of redemption
and pay out of moneys available therefor the Redemption Price thereof, plus
interest accrued and unpaid to the redemption date to the appropriate Paying
Agents in accordance with the terms of this Article IV and, to the extent
applicable, Section 5.07.

4.04 Selection of Bonds to be Redeemed. If less than all of the Bonds
of like maturity of any Series shall be called for prior redemption, the particular
Bonds or portions of Bonds to be redeemed shall be selected at random by the
Trustee in such manner as the Trustee in its discretion may deem fair and
appropriate, provided, however, that the portion of any Bond of a denomination of
more than $5,000 to be redeemed shall be in the principal amount of $5,000 or
an integral multiple thereof, and that, in selecting portions of such Bonds for
redemption, the Trustee shall treat each such Bond as representing that number
of Bonds of $5,000 denomination which is obtained by dividing the principal
amount of such Bond to be redeemed in part by $5,000.

4.05 Notice of Redemption. 1. When the Trustee shall receive notice
from the District of its election or direction to redeem Bonds pursuant to Section
4.02, and when redemption of Bonds is authorized or required pursuant to
Section 4.03, the Trustee shall give notice, in the name of the District, of the
redemption of such Bonds, which notice shall specify the Series and maturities of
the Bonds to be redeemed, the redemption date and the place or places where
amounts due upon such redemption will be payable and, if less than all of the
Bonds of any like Series and maturity are to be redeemed, the letters and
numbers or other distinguishing marks of such Bonds so to be redeemed and in
the case of Bonds to be redeemed in part only, such notice shall also specify the
respective portions of the principal amount thereof to be redeemed, and, if
applicable, that such notice is conditional and the conditions that must be
satisfied. Such notice shall further state that on such date there shall become
due and payable upon each Bond to be redeemed the Redemption Price thereof,
or the Redemption Price of the specified portions of the principal thereof in the
case of Bonds to be redeemed in part only, together with interest accrued to the
redemption date, and that from and after such date interest thereon shall cease
to accrue and be payable. Such notice shall be given by publication once a week
for at least two successive weeks in the Authorized Newspapers, the first such
publication to be not less than 30 days nor more than 60 days prior to the
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redemption date. If so provided in the Series Resolution, the Trustee shall also
mail a copy of such notice, postage prepaid, not less than 25 days before nor
more than 50 days prior to the redemption date to the registered owners of any
Bonds or portions of Bonds which are to be redeemed, at their last addresses, if
any, appearing upon the registry books. If, at the time of giving notice of
redemption, no Bonds of the Series to be redeemed are outstanding except fully
registered Bonds, publication of such notice shall not be required.

2. The Trustee shall in the case of redemption pursuant to
Section 4.02 hereof give notice required by this Section, regardless of whether it
has on deposit sufficient funds to effect such redemption. Any notice of optional
redemption given pursuant to this Section may state that it is conditional upon
receipt by the Trustee of moneys sufficient to pay the Redemption Price of such
Bonds or upon the satisfaction of any other condition, or that it may be rescinded
upon the occurrence of any other event, and any conditional notice so given may
be rescinded at any time before payment of such Redemption Price if any
condition so specified is not satisfied or if any such other event occurs. Notice of
such rescission shall be given by the Trustee to the registered owners of any
Bonds so affected as promptly as practicable upon the failure of such condition
or the occurrence of such event.

4.06 Payment of Redeemed Bonds. Notice having been given by
publication in the manner provided in Section 4.05, the Bonds or portions thereof
so called for redemption shall become due and payable on the redemption date
so designated at the Redemption Price, plus interest accrued and unpaid to the
redemption date, and, upon presentation and surrender thereof at the office
specified in such notice, such Bonds, or portions thereof, shall be paid at the
Redemption Price, plus interest accrued and unpaid to the redemption date. If
there shall be drawn for redemption less than all of a Bond, the District shall
execute and the Paying Agent shall deliver, upon the surrender of such Bond,
without charge to the owner thereof, for the unredeemed balance of the principal
amount of the Bond so surrendered, registered Bonds of like Series and maturity
in any of the authorized denominations. if, on the redemption date, moneys for
the redemption of all the Bonds or portions thereof of any like Series and maturity
to be redeemed, together with interest to the redemption date, shall be held by
the Paying Agents so as to be available therefor on said date and if notice of
redemption shall have been published as aforesaid, then, from and after the
redemption date interest on the Bonds or portions thereof of such Series and
maturity so called for redemption shall cease to accrue and become payable. If
said moneys shall not be so available on the redemption date, such Bonds or
portions thereof shall continue to bear interest until paid at the same rate as they
would have borne had they not been called for redemption.
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ARTICLE v
ESTABLISHMENT OF FUNDS AND APPLICATION THEREOF

5.01 The Pledge Effected by the Resolution. 1. The Bonds are
special obligations of the District payable from and secured by the funds pledged
therefor. There are hereby pledged for the payment of the principal and
Redemption Price of, and interest on, the Bonds in accordance with their terms
and the provisions of the Resolution, subject only to the provisions of the
Resolution permitting the application thereof for the purposes and on the terms
and conditions set forth in the Resolution, (i) the proceeds of sale of the Bonds,
(ii) the Revenues and, (iii) all Funds (except the Rate Stabilization Fund)
established by the Resolution, including the investments, if any, thereof.

2. Such proceeds of sale of the Bonds, the Revenues (subject
to the transfers permitted under Section 5.06 hereof) and the other moneys and
securities hereby pledged shall immediately be subject to the lien of this pledge
without any physical delivery thereof or further act, and the lien of this pledge
shall be valid and binding as against all parties having claims of any kind in tort,
contract or otherwise against the District, irrespective of whether such parties
have notice thereof.

5.02 Establishment of Funds. The following Funds and Accounts are
hereby created and established:

(1) Salt River Project Electric System Construction Fund,
to be held by the District,

(2) Salt River Project Electric System Revenue Fund, to
be held by the District,

(3) Salt River Project Electric System Debt Service
Account, to be held by the Trustee

(4) Salt River Project Electric System Debt Reserve
Account, to be held by the Trustee,

(5) Salt River Project Electric System Rate Stabilization
Fund, to be held by the District, and

(6) Salt River Project Electric System Redemption Fund,
to be held by the Trustee.

5.03 Construction Fund. 1. There shall be paid into the Construction
Fund the amounts required to be so paid by the provisions of the Resolution, and
there may be paid into the Construction Fund, at the option of the District, any
moneys received for or in connection with the Electric System by the District from
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any other source, unless required to be otherwise applied as provided by the
Resolution.

2. The proceeds of insurance maintained pursuant to the
Resolution against physical loss of or damage to a Project, or of contractors'
performance bonds with respect thereto, pertaining to the period of construction
thereof, shall be paid into the Construction Fund.

3. Unless otherwise provided herein, amounts in the
Construction Fund shall be applied to the purpose or purposes specified in the
Series Resolution authorizing the Bonds.

4. Notwithstanding any of the other provisions of this Section,
to the extent that other moneys are not available therefor, amounts in the
Construction Fund shall be applied to the payment of principal of and interest on
Bonds when due.

5. Amounts in the Construction Fund shall be invested by the
District to the fullest extent practicable in Investment Securities maturing in such
amounts and at such times as may be necessary to provide funds when needed
to pay the Cost of Construction or such other purpose to which such moneys are
applicable. The District may, and to the extent required for payments from the
Construction Fund shall, sell any such Investment Securities at any time, and the
proceeds of such sale, and of all payments at maturity and upon redemption of
such investments, shall be held in the Construction Fund. Interest received on
moneys or securities in the Construction Fund shall be deposited in the
Construction Fund.

5.04 Revenues and Revenue Fund. The Revenue Fund is hereby
created and established and there shall be promptly deposited by the District to
the credit of the Revenue Fund all Revenues.

5.05 Payment of Operating Expenses. The District (a) shall out of the
moneys in the Revenue Fund, pay, free and clear of any lien or pledge created
by the Resolution, all amounts required for reasonable and necessary Operating
Expenses, and (b) may at all times retain in the Revenue Fund amounts deemed
by the District to be reasonable and necessary for working capital and reserves
for Operating Expenses including expenses which do not recur annually,
provided that the total amount of such reserves set aside during any year shall
not exceed 20% of the amount of Operating Expenses for such year.

5.05 Payments Into Certain Funds. 1. The District shall out of the
moneys in the Revenue Fund not retained therein pursuant to Section 5.05, on or
before each date for the payment of Debt Service, transfer and apply such
amount to the Debt Service Fund (i) for credit to the Debt Service Account, to the
extent required so that the balance in said Account shall equal the Aggregate
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Debt Service, provided that, for the purposes of computing the amount to be
allocated to said Account, there shall be excluded the amount, if any, set aside in
said Account which was deposited therein from the Rate Stabilization Fund or
from the proceeds of Bonds less an amount equal to the interest accrued and
unpaid and to accrue on Bonds (or any Refunding Bonds issued to refund
Bonds) to the last day of the then current calendar month, and (ii) for credit to the
Debt Reserve Account, an amount equal to one-twelfth of twenty percent (1/12 of
20%) of the amount necessary to make the total amount of moneys on deposit
therein equal to the Debt Reserve Requirement, provided, however, that no
deposits shall be required if the District shall deposit a Debt Reserve Account
Credit Facility in the Debt Reserve Account in satisfaction of the Debt Reserve
Requirement.

2. The District may out of the moneys in the Revenue Fund not
retained therein pursuant to Section 5.05 or applied pursuant to paragraph 1 of
this Section 5.06, upon a determination by an Authorized Officer of the District at
any time prior to the next Debt Service payment date that sufficient funds are or
will be available in the Debt Service Account to pay Debt Service on the next
Debt Service payment date and that sufficient moneys, securities or a Debt
Reserve Account Credit Facility equal to the Debt Reserve Requirement are or
will be on deposit in the Debt Reserve Account to satisfy the Debt Reserve
Requirement, transfer such amount as follows and in the following order:

(1) To the Rate Stabilization Fund, an amount deemed
necessary by the District which may be used by the District for any
lawful purpose, and

(2) To the General Fund, any such remaining balance in
the Revenue Fund. Any amount so transferred to the General
Fund of the District may be used by the District for any lawful
purpose.

Provided, however, that so long as there shall be held in the Debt Service Fund
an amount sufficient to fully pay all Outstanding Bonds in accordance with their
terms (including principal or applicable sinking fund Redemption Price and
interest thereon), no deposits shall be required to be made into the Debt Service
Fund.

5.07 Debt Service Fund. Debt Service Account. 1. The Trustee shall
pay out of the Debt Service Account to the respective Paying Agents (i) on or
before each interest payment date for any of the Bonds, the amount required for
the interest payable on such date, (ii) on or before each Principal Installment due
date, the amount required for the Principal installment payable on such due date,
and (iii) on or before the day preceding any redemption date for the Bonds, the
amount required for the payment of interest on the Bonds then to be redeemed.
Such amounts shall be applied by the Paying Agents on and after the due dates
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thereof. The Trustee shall also pay out of the Debt Service Account the accrued
interest included in the purchase price of the Bonds purchased for retirement.

2. Amounts accumulated in the Debt Service Account with
respect to any Sinking Fund Installment (together with amounts accumulated
therein with respect to interest on the Bonds for which such Sinking Fund
Installment was established) may and, if so directed by the District, shall be
applied by the Trustee, on or prior to the 60th day preceding the due date of such
Sinking Fund Installment, to (i) the purchase of Bonds of the Series for which
such Sinking Fund Installment was established, or (ii) the redemption at the
applicable sinking fund Redemption Prices pursuant to Article iv, of such Bonds,
if then redeemable by their terms. After the 60th day but on or prior to the 40th
day preceding the due date of such Sinking Fund Installment, any amounts then
on deposit in the Debt Service Account (exclusive of amounts, if any, set aside in
said Account which were deposited therein from the proceeds of additional
Bonds) may and, if so directed by the District, shall be applied by the Trustee to
the purchase of Bonds of the Series for which such Sinking Fund Installment was
established in an amount not exceeding that necessary to complete the
retirement of the unsatisfied balance of such Sinking Fund Installment. All
purchases of any Bonds pursuant to this subsection 2 shall be made at prices not
exceeding the applicable sinking fund Redemption Price of such Bonds plus
accrued interest, and such purchases shall be made in such manner as the
Trustee shall determine. The applicable sinking fund Redemption Price (or
principal amount of maturing Bonds) of any Bonds so purchased or redeemed
shall be deemed to constitute part of the Debt Service Account until such Sinking
Fund Installment date, for the purpose of calculating the amount of such Account.
As soon as practicable after the 40th day preceding the due date of any such
Sinking Fund Installment, the Trustee shall proceed to call for redemption, by
giving notice as provided in Section 4.05, on such due date Bonds of the Series
for which such Sinking Fund Installment was established (except in the case of
Bonds maturing on a Sinking Fund Installment date) in such amount as shall be
necessary to complete the retirement of the unsatisfied balance of such Sinking
Fund installment. The Trustee shall pay out of the Debt Service Account to the
appropriate Paying Agents, on or before the day preceding such redemption date
(or maturity date), the amount required for the redemption of the Bonds so called
for redemption (or for the payment of such Bonds then maturing), and such
amount shall  be applied by such Paying Agents to such redemption (or
payment). All expenses in connection with the purchase or redemption of Bonds
shall be paid by the District from the Revenue Fund as an Operating Expense.

The amount, if any, deposited in the Debt Service Account
from the proceeds of each Series of Bonds shall be set aside in such Account
and applied to the payment of interest on the Bonds of such Series (or Refunding
Bonds issued to refund such Bonds) as the same becomes due and payable.

3.
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Debt Reserve Account. 1. If on the first working day of any month
the amount on deposit in the Debt Reserve Account shall be less than the Debt
Reserve Requirement, the Trustee shall apply amounts from the Debt Service
Fund to the extent necessary to make good the deficiency. In the event that
there is on deposit in the Debt Reserve Account moneys and a Debt Reserve
Account Credit Facility, the Trustee shall withdraw moneys prior to making a
draw or claim, as the case may be, on a Debt Reserve Account Credit Facility.

2. Whenever the amount on deposit in the Debt Reserve
Account shall exceed the Debt Reserve Requirement, such excess shall be
allocated and applied by the District in the same manner as Revenues pursuant
to Section 5.06.

Whenever the amount in the Debt Reserve Account,
together with the amount in the Debt Service Account, is sufficient to fully pay all
Outstanding Bonds in accordance with their terms (including principal or
applicable sinking fund Redemption Price and interest thereon), the funds on
deposit in the Debt Reserve Account shall be transferred to the Debt Service
Account.

4. The District may cause to be delivered to the Trustee for
deposit into the Debt Service Account, and the Trustee shall upon its receipt so
deposi t, a Debt Reserve Account Credi t Faci l i ty for the benefi t of the
Bondholders, which Debt Reserve Account Credit Facility shall be payable or
available to be drawn upon, as the case may be (upon the giving of notice as
required thereunder), on any date on which a deficiency in the Debt Service Fund
exists which cannot be cured by moneys in any other fund or account held
hereunder and avai lable for such purpose, provided, however, ( i )  i f  a
disbursement is made under the Debt Reserve Account Credit Facility, the
District shall either reinstate the maximum limits of such Debt Reserve Account
Credit Facility within twelve (12) months following such disbursement equal to the
Debt Reserve Requirement or deposit into the Debt Reserve Account moneys in
the amount of the disbursement made under such Debt Reserve Account Credit
Facility, or a combination of such alternatives as shall equal the Debt Reserve
Requirement, (ii) if any such Debt Reserve Account Credit Facility for deposit in
the Debt Service Reserve Fund is obtained and if six (6) months prior to the
expiration thereof, the Debt Reserve Account is less than the Debt Reserve
Requirement, the District shall cause the reinstatement of the maximum limits of
such existing Debt Reserve Account Credit Facility, or shall obtain a substitute to
the extent necessary to fund the Debt Reserve Account at the Debt Reserve
Requirement, and (v) if a nationally recognized rating agency shall downgrade
the rating of the Bonds, if any, as a result of such deposit of any such Debt
Reserve Account Credit Facility or the rating of the provider thereof drops below
the highest rating category for a nationally recognized rating agency, then the
District shall deliver to the Trustee for deposit in the Debt Reserve Account a
replacement of such Debt Reserve Account Credit Facility, in like amount and

3.
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form acceptable to the Trustee and such that the nationally recognized rating
agency will not reduce or withdraw their ratings, if any, on the Bonds, or deposit
moneys in an amount sufficient to fund the Debt Reserve Account in an amount
equal to the Debt Reserve Requirement within twelve (12) months following such
downgrade.

5.08 Rate Stabilization Fund. 1. There may be deposited in the Rate
Stabilization Fund any amounts deemed necessary by the District to be used for
any lawful purpose of the District, including but not limited to making any deposits
required by the Resolution to any Fund, as determined by the District, provided,
however, that no such deposit to any such Fund shall be required, provided
further, however, that if at any time the amounts in the Operating Fund or Debt
Service Fund shall be less than the current requirements thereof, the District
shall withdraw from the Rate Stabilization Fund and deposit in such other Funds
the amount necessary (or all the moneys in the Rate Stabilization Fund, if less
than the amounts necessary, applying available amounts in the order of priority
and otherwise as specified in Section 5.06) to make up such deficiency.
Amounts on deposit in the Rate Stabilization Fund may be invested by the
District to the fullest extent practicable in Investment Securities. The District may
sell any such Investment Securities at any time, and the proceeds of such sale,
and of all payments at maturity and upon redemption of such investments, shall
be held in the Rate Stabilization Fund. interest received on moneys or securities
in the Rate Stabilization Fund shall be deposited in the Rate Stabilization Fund.
Amounts in the Rate Stabilization Fund which the District may determine to be in
excess of the amount required to be maintained therein shall be transferred to
the Revenue Fund. Amounts on deposit in the Rate Stabilization Fund are not
subject to the lien or pledge created by the Resolution.

5.09 Subordinated Indebtedness. The District may, at any time, or
from time to time, issue evidences of indebtedness payable out of Revenues and
which may be secured by a pledge of Revenues provided, however, that such
pledge shall be and shall be expressed to be, subordinate in all respects to the
pledge of the Revenues, moneys, securities and funds created by the Resolution.

5.10 Redemption Fund. There shall be deposited in the Redemption
Fund amounts required to be deposited therein pursuant to Sections 7.07 and
7.13 hereof. Amounts in the Redemption Fund shall be used by the District for
the purchase or redemption of any Bonds, and expenses in connection with the
purchase or redemption of any Bonds.

ARTICLE VI
DEPOSITARIES OF MONEYS, SECURITY FOR DEPOSITS

AND INVESTMENT OF FUNDS

6.01 Depositaries. All moneys held by the Trustee under the provisions
of the Resolution shall be deposited with the Trustee, including one or more
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Depositaries in trust for the Trustee. All moneys held by the District under the
Resolution shall be deposited in one or more Depositaries in the name of the
District. All moneys deposited under the provisions of the Resolution with the
Trustee or any Depositary shall be held in trust and applied only in accordance
with the provisions of the Resolution, and each of the Funds established by the
Resolution shall be a trust fund for the purposes thereof.

6.02 Deposits. 1. All Revenues and other moneys held by any
Depositary under the Resolution may be placed on demand or time deposit, if
and as directed by the District, provided that such deposits shall permit the
moneys so held to be available for use at the time when needed. The Depositary
shall not be liable for any loss or depreciation in value resulting from any,
investment made pursuant to the Resolution. Any such deposit may be made in
the commercial banking department of any Fiduciary which may honor checks
and drafts on such deposit with the same force and effect as if it were not such
Fiduciary. All moneys held by any Fiduciary, as such, may be deposited by such
Fiduciary, unless the District otherwise instructs, in its banking department on
demand or, if and to the extent directed by the District and acceptable to such
Fiduciary, on time deposit, provided that such moneys on deposit be available for
use at the time when needed. Such Fiduciary shall allow and credit on such
moneys such interest, if any, as it customarily allows upon similar funds of similar
size and under similar conditions or as required by law.

2. All moneys deposited with the Trustee and each Depositary
shall be credited to the particular Fund or account to which such moneys belong.

6.03 Investment of Certain Funds. Money held in the Debt Service
Account and Debt Reserve Account shall be invested and reinvested by the
Trustee to the fullest extent practicable in Investment Securities which mature not
later than such times as shall be necessary to provide moneys when needed for
payments to be made from such Accounts. The Trustee shall make such
investment in accordance with any instructions received from an Authorized
Officer of the District.

Amounts in the Revenue Fund shall be invested and reinvested in
Investment Securities which mature not later than such times as shall be
necessary to provide moneys when needed for payments to be made from such
Fund.

Amounts in the Rate Stabilization Fund shall be invested as set forth in
Section 5.08.

Net interest earned on any moneys or investments in such Funds and
Accounts shall be paid into the Revenue Fund.
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6.04 Valuation and Sale of Investments. Obligations purchased as an
investment of moneys in any Fund created under the provisions of the Resolution
shall be deemed at all times to be a part of such Fund and any profit realized
from the liquidation of such investment shall be credited to such Fund and any
loss resulting from the liquidation of such investment shall be charged to the
respective Fund.

In computing the amount in any Fund created under the provisions of the
Resolution for any purpose provided in the Resolution, obligations purchased as
an investment of moneys therein shell be valued at cost or the principal amount
thereof, whichever is lower, exclusive of accrued interest.

Except as otherwise provided in the Resolution, the Trustee shall sell at
the best price obtainable, or present for redemption, any obligation so purchased
as an investment whenever it shall be requested in writing by an Authorized
Officer of the District so to do or whenever it shall be necessary in order to
provide moneys to meet any payment or transfer from any Fund held by it. The
Trustee shall not be liable or responsible for making any such investment in the
manner provided above or for any loss resulting from any such investment.

ARTICLE VII
PARTICULAR COVENANTS OF THE DISTRICT

The District covenants and agrees with the Trustee and the Bondholders
as follows:

7.01 Payment of Bonds. The District shall duly and punctually pay or
cause to be paid, but solely from the Revenues and the proceeds of the Bonds
pledged therefor by the Resolution, the principal or Redemption Price, if any, of
every Bond and the interest thereon, at the dates and places and in the manner
mentioned in the Bonds, according to the true intent and meaning thereof.

7.02 Extension of Payment of Bonds. The District shall not directly or
indirectly extend or assent to the extension of the maturity of any of the Bonds or
claims for interest by the purchase or funding of such Bonds, claims for interest
or by any other arrangement and in case the maturity of any of the Bonds or
claims for interest shall be extended, such Bonds or claims for interest shall not
be entitled, in case of any default under the Resolution, to the benefit of the
Resolution or to any payment out of Revenues of Funds established by the
Resolution, including the investments, if any, thereof, pledged under the
Resolution or the moneys (except moneys held in trust for the payment of
particular Bonds or claims for interest pursuant to the Resolution) held by the
Fiduciaries, except subject to the prior payment of the principal of all Bonds
Outstanding the maturity of which has not been extended and of such portion of
the accrued interest on the Bonds as shall not be represented by such extended
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claims for interest. Nothing herein shall be deemed to limit the right of the District
to issue Refunding Bonds and such issuance shall not be deemed to constitute
an extension of maturity of Bonds.

7.03 Offices for Servicing Bonds. Unless otherwise provided by a
Series Resolution with respect to Bonds of such Series, the District shall maintain
one or more agencies as the District may so designate from time to time where
Bonds may be presented for payment and shall maintain one or more agencies
in the City of New York, New York where Bonds may be presented for
registration, transfer or exchange, and where notices, demands and other
documents may be served upon the District in respect to the Bonds or to the
Resolution. The District hereby appoints the Trustee as its agent to maintain
such agency for the registration, transfer or exchange of Bonds, and for the
service upon the District of such notices, demands and other documents and the
Trustee shall continuously maintain or make arrangements for an office in the
City of New York to perform such agency. The District may by Series Resolution
appoint Paying Agents as its agents to maintain such agencies for the payment
or redemption of Bonds of such Series.

7.04 Further Assurance. At any and all times the District shall, so far
as it may be authorized by law, pass, make, do, execute, acknowledge and
deliver, all and every such further resolutions, acts, conveyances, assignments,
transfers and assurances as may be necessary or desirable for the better
assuring, conveying, granting, pledging, assigning and confirming all and singular
the rights, Revenues and other moneys, securities and funds hereby pledged or
assigned, or intended so to be, or which the District may become bound to
pledge or assign.

7.05 Power to Issue Bonds and Pledge Revenues and Other Funds.
The District is duly authorized under all applicable laws to create and issue the
Bonds and to adopt the Resolution and to pledge the Revenues and other
moneys, securities and funds purported to be pledged by the Resolution in the
manner and to the extent provided in the Resolution. Except to the extent
otherwise provided in Section 5.01, the Revenues and other moneys, securities
and funds so pledged are and will be free and clear of any pledge, lien, charge or
encumbrance thereon or with respect thereto prior to, or of equal rank with, the
pledge created by the Resolution, and all corporate or other action on the part of
the District to that end has been and will be duly and validly taken. The Bonds
and the provisions of the Resolution are and will be the valid and legally
enforceable obligations of the District in accordance with their terms and the
terms of the Resolution. The District shall at all times, to the extent permitted by
law, defend, preserve and protect the pledge of the Revenues and other moneys,
securities and funds pledged under the Resolution and all the rights of the
Bondholders under the Resolution against all claims and demands of all persons
whomsoever.
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7.06 Power to Operate Electric System and Collect Rates and Fees.
The District has good right and lawful power to construct, reconstruct, improve,
maintain, operate and repair the Electric System, and to fix and collect rates,
fees, rents and other charges in connection therewith.

7.07 Creation of Liens; Sale and Lease of Property. 1. The District
shall not hereafter issue any bonds or other evidences of indebtedness payable
out of or secured by a pledge of any revenues or income of the Electric System,
except as in this Resolution provided.

2. The District shall not issue any bonds or other evidences of
indebtedness other than the Bonds, payable out of or secured by a pledge of any
revenues or income of the Electric System or of the moneys, securities or funds
held or set aside by the District or by the Fiduciaries under the Resolution and
shall not create or cause to be created any lien or charge on any revenues or
income of the Electric System, or such moneys, securities or funds, provided,
however, that nothing contained in the Resolution shall prevent the District from
issuing Subordinated Indebtedness as provided in Section 5.09, and provided
further that the District may, for its authorized purposes, make or assume loans
with the United States of America, which loans may be secured by lien on
revenues and income of the Electric System prior to the lien of the Bonds issued
hereunder.

3. The District may sell or exchange at any time and from time
to time any property constituting part of the Electric System and may lease or
make contracts or grant licenses for the operation of, or grant easements or other
rights with respect to, any part of the Electric System if (i) in the sole judgment of
the District it is advisable to take such action, (ii) such action shall not impair the
ability of the District to make Debt Service payments, and (iii) such action does
not materially impede or unduly restrict the operation by the District of the Electric
System. Except as provided in Section 7.10, any proceeds of any such sale,
exchange, lease, contract or license shall at the discretion of the District be
deposited in the Redemption Fund for application to the purchase or redemption
of Bonds or be applied for any lawful purpose.

7.08 Reserved.

7.09 Reserved.

7.10 Operation and Maintenance of Electric System. The District
shall at all times operate or cause to be operated the Electric System properly
and in an efficient and economical manner, consistent with good business and
utility operating practices, and shall maintain, preserve, reconstruct and keep the
same or cause the same to be so maintained, preserved, reconstructed and kept,
with the appurtenances and every part and parcel thereof, in good repair,

33



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

working order and condition, and shall from time to time make, or cause to be
made, all necessary and proper repairs, replacements and renewals so that at all
times the operation of the Electric System may be properly and advantageously
conducted, provided, however, that nothing contained herein shall prevent the
District from exercising its Powers under Section 7.07 (3), provided further,
however, that any sale-leaseback or lease-leaseback of any part of the Electric
System or other similar contractual arrangements, the effect of which is that the
District continues to retain the Revenues therefrom, shall not constitute a lease
or disposition of such part of the Electric System for purposes of paragraph 3 of
Section 7.07 and any proceeds therefrom shall be treated as Revenues.

7.11 Rates and Fees. 1. The District shall charge and collect rates,
fees and other charges for the sale of electric power and energy and other
services, facilities and commodities of the Electric System as shall be required to
provide revenues and income (including investment income) at least sufficient in
each Fiscal Year for the payment of the sum of:

(a) Operating Expenses during such Fiscal Year, including
reserves, if any, therefor provided for in the Annual Budget for such year,

(b)
Fiscal Year,

An amount equal to the Aggregate Debt Service for such

(c) The amount, if any, to be paid during such Fiscal Year into
the Debt Reserve Account in the Debt Service Fund, and

(d) Al l  other charges or l iens whatsoever payable out of
revenues and income during such Fiscal Year and, to the extent not
otherwise provided for, all amounts payable on Subordinated
Indebtedness.

2. If, in any Fiscal Year, the revenues and income collected
shall not have been sufficient to provide all of the payments and meet all other
requirements as specified in said subsection 1, the District shall as promptly as
permitted by law establish and place in effect a schedule of rates, fees and
charges which will cause sufficient revenues and income to be collected. For
purposes of this Section 7.11, at any time, revenues and income collected shall
include any amounts withdrawn or expected to be withdrawn thereafter in any
Fiscal Year from the Rate Stabilization Fund which were on deposit therein prior
to such Fiscal Year.

3. The District will not furnish or supply power or energy free of
charge to any person, firm or corporation, public or private, and the District shall
promptly enforce the payment of any and all accounts owing to the District by
reason of the ownership and operation of the Electric System, to the extent
dictated by sound business practice.
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4. The failure in any Fiscal Year to comply with the covenant in
subsection 1 of this Section shall not constitute an Event of Default under the
Resolution, if the District shall comply with subsection 2 of this Section.

7.12 Maintenance of Insurance. The District shall provide protection
for the Electric System in accordance with sound electric utility practice which
may consist of insurance, self insurance and indemnities. Any insurance shall be
in the form of policies or contracts for insurance with insurers of good standing,
shall be payable to the District as its interest may appear, and may provide for
such deductibles, exclusions, limitations, restrictions and restrictive
endorsements customary in policies for similar coverage issued to entities
operating properties similar to the properties of the Electric System. Any self
insurance shall be in the amounts, manner and of the types provided by entities
operating properties similar to the properties of the Electric System.

7.13 Reconstruction, Application of Insurance Proceeds. 1. If any
useful portion of the Electric System shall be damaged or destroyed, the District
shall, as expeditiously as possible, continuously and diligently prosecute the
reconstruction or replacement thereof, unless the District determines that such
reconstruction and replacement is not in the interest of the District and the
Bondholders. The proceeds of any insurance shall be paid on account of such
damage or destruction, other than business interruption loss insurance, shall be
held by the District in the Construction Fund and made available for, and to the
extent necessary be applied to, the cost of such reconstruction or replacement,
or shall be applied to the construction or acquisition of any properties or assets of
the Electric System. Pending such application, such proceeds may be invested
by the District in Investment Securities which mature not later than such times as
shall be necessary to provide moneys when needed to pay such cost of
reconstruction or replacement or acquisition. Interest earned on such
investments shall be deposited in the Construction Fund. The proceeds of any
such insurance not applied by the District to constructing or replacing damaged
or destroyed property or in acquiring property or assets of the Electric System
shall be paid to the Trustee for deposit in the Redemption Fund.

2. The proceeds of business interruption loss insurance, if any,
shall be paid into the Revenue Fund.

7.14 Accounts and Reports. 1. The District shall keep, in accordance
with Accounting Practice, proper books of record and account of its transactions
relating to the Electric System and the Funds and Accounts established by the
Resolution, together with all contracts for the sale of power and energy and all
other books and papers of the District, including insurance policies, relating to the
Electric System and such Funds and accounts.
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2. The Trustee shall advise the District promptly after the end
of each month of its transactions during such month relating to the Funds and
accounts held by it under the Resolution.

3. The District shall annually, within 180 days after the close of
each Fiscal Year, file with the Trustee, and otherwise as provided by law, a copy
of the annual report of the District and its agent, the Association, for such year,
accompanied by an Accountant's Report. In addition, the District will file with the
Trustee a statement, or statements, accompanied by an Accountant's Report of
each Fund and account established under the Resolution, summarizing the
receipts therein and disbursements therefrom during such year and the amounts
held therein at the end of each Fiscal Year. Such Accountant's Report on the
statement summarizing the transactions in the Funds established under the
Resolution shall state whether or not, to the knowledge of the signer, the District
is in default with respect to any of the covenants, agreements or conditions as
set forth in Section 8.01 of the Resolution, insofar as they pertain to accounting
matters, and if so, the nature of such default.

4. The reports, statements and other documents required to be
furnished to the Trustee pursuant to this Section 7.14 shall be available for the
inspection of the Bondholders at the office of the Trustee and shall be mailed to
each Bondholder who shall file a written request therefor with the District.

7.15 Payment of Taxes and Charges. The District shall from time to
time duly pay and discharge, or cause to be paid and discharged all taxes,
assessments and other governmental charges, or required payments in lieu
thereof, lawfully imposed upon the properties of the District or upon the rights,
revenues, income, receipts, and other moneys, securities and funds of the
District when the same shall become due (including all rights, moneys and other
property transferred, assigned or pledged under the Resolution), and all lawful
claims for labor and material and supplies, except those taxes, assessments,
charges or claims which the District shall in good faith contest by proper legal
proceedings if the District shall in all such cases have set aside on its books
reserves deemed adequate with respect thereto.

7.16 Reserved .

7.17 Transfer From General Fund. In the event there is a deficiency in
the Debt Service Account established herein and if such a deficiency is not paid
from other sources the District hereby covenants to transfer money in the
General Fund to said Debt Service Account an amount sufficient to make up
such deficiency.

7.18 Resewed v
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ARTICLE VIII
REMEDIES OF BONDHOLDERS

8.01 Events of Default. If one or more of the following events (in the
Resolution called "Events of Default") shall happen, that is to say:

(i) if default shall be made in the due and punctual payment of
the principal or Redemption Price of any Bond when and as the same
shall  become due and payable, whether at maturi ty or by cal l  for
redemption, or otherwise,

(ii) if default shall be made in the due and punctual payment of
any installment of interest on any Bond or the unsatisfied balance of any
Sinking Fund installment therefor (except when such Installment is due on
the maturity date of such Bond), when and as such interest installment or
Sinking Fund Installment shall become due and payable, and such default
shall continue for a period of 30 days,

(iii) if default shall be made by the District in the performance or
observance of the covenants, agreements and conditions on its part as
provided in Section 7.11 ,

(iv) if default shall be made by the District in the performance or
observance cf any other of the covenants, agreements or conditions on its
part in the Resolution or in the Bonds contained, and such default shall
continue for a period of 60 days after written notice thereof to the District
by the Trustee or to the District and to the Trustee by the Holders of not
less than a majority in principal amount of the Bonds Outstanding,
provided that if such default shall be such that it cannot be corrected
within such sixty day period, it shall not constitute an Event of Default if
corrective action is instituted within such period and diligently pursued until
the failure is corrected, or

(v) if (1) a decree or order for relief is entered by a court having
jurisdiction of the District adjudging the District a bankrupt or insolvent or
approving as properly filed a petition seeking reorganization, arrangement,
adjustment or composition in respect of the District in any involuntary case
under the Federal bankruptcy laws, or under any other applicable law or
statute of the United States of America or of the State of Arizona, (2) a
receiver, liquidator, assignee, custodian, trustee, sequester or other
similar official of the District or of any substantial portion of its property is
appointed, or (3) the winding up or liquidation of its affairs is ordered and
the continuance of any such decree or order unstated and in effect for a
period of sixty (60) consecutive days,
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then, and in each and every such case, so long as such Event of Default shall
not have been remedied, unless the principal of all the Bonds shall have already
become due and payable, either the Trustee (by notice in writing to the District),
or the Holders of not less than 25% in principal amount of the Bonds Dutstanding
(by notice in writing to the District and the Trustee), may declare the principal of
all the Bonds then Outstanding and the interest accrued thereon, to be due and
payable immediately, and upon any such declaration the same shall become and
be immediately due and payable, anything in the Resolution or in any of the
Bonds contained to the contrary notwithstanding. The right of the Trustee or of
the Holders of not less than 25% in principal amount of the Bonds to make any
such declaration as aforesaid, however, is subject to the condition that if, at any
time after such declaration, but before the Bonds shall have matured by their
terms, all overdue installments of interest upon the Bonds, together with interest
on such overdue installments of interest to the extent permitted by law, and the
reasonable and proper charges, expenses and liabilities of the Trustee, and all
other sums then payable by the District under the Resolution (except the
principal of, and interest accrued since the next preceding interest date on, the
Bonds due and payable solely by virtue of such declaration) shall either be paid
by or for the account of the District or provision satisfactory to the Trustee shall
be made for such payment, and all defaults under the Bonds or under the
Resolution (other than the payment of principal and interest due and payable
solely by reason of such declaration) shall be made good or be secured to the
satisfaction of the Trustee or provision deemed by the Trustee to be adequate
shall be made therefor, then and in every such case the Holders of a majority in
principal amount of the Bonds Outstanding, by written notice to the District and to
the Trustee, may rescind such declaration and annul such default in its entirety,
or, if the Trustee shall have acted itself, and if there shall not have been
theretofore delivered to the Trustee written direction to the contrary by the
Holders of a majority in principal amount of the Bonds then Outstanding, then
any such declaration shall ipso facto be deemed to be rescinded and any such
default and its consequences shall ipso facto be deemed to be annulled, but no
such rescission and annulment shall extend to or affect any subsequent default
or impair or exhaust any right or power consequent thereon.

8.02 Accounting and Examination of Records After Default. 1. The
District covenants that if an Event of Default shall have happened and shall not
have been remedied, the books of record and account of the District and all other
records relating to the Electric System shall at all times be subject to the
inspection and use of the Trustee and of its agents and attorneys, including the
engineer or firm of engineers appointed pursuant to Section 8.03.

2. The District covenants that if an Event of Default shall
happen and shall not have been remedied, the District, upon demand of the
Trustee, will account, as if it were the trustee of an express trust, for all
Revenues and other moneys, securities and funds pledged or held under the
Resolution for such period as shall be stated in such demand.
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8.03 Application of Revenues and other Moneys After Default. 1.
The District covenants that if an Event of Default shall happen and shall not have
been remedied, the District, upon demand of the Trustee, shall pay over to the
Trustee (i) forthwith, all moneys, securities and funds then held by the District in
any Fund or Account under the Resolution, and (ii) all Revenues as promptly as
practicable after receipt thereof.

2. During the continuance of an Event of Default, the Trustee
shall apply such moneys, securities, funds and Revenues and the income
therefrom as follows and in the following order:

(i) to the payment of the amounts required for reasonable and
necessary Operating Expenses, and for reasonable renewals, repairs and
replacements of the Electric System necessary to prevent loss of
Revenues, as certified to the Trustee by an independent engineer or firm
of engineers of recognized standing (who may be an engineer or firm of
engineers retained by the District for other purposes) selected by the
Trustee. For this purpose the books of record and accounts of the District
relating to the Electric System shall  at al l  times be subject to the
inspection of such engineer or firm of engineers during the continuance of
such Event of Default,

(ii) to the payment of the reasonable and proper charges,
expenses and liabilities of the Trustee and of any engineer or firm of
engineers selected by the Trustee pursuant to this Article,

(iii) to the payment of the interest and principal or Redemption
Price then due on the Bonds, subject to the provisions of Section 7.02, as
follows:

(a) unless the principal of all of the Bonds shall have
become or have been declared due and payable,

First: To the payment to the persons entitled thereto
of all installments of interest then due in the order of the
maturity of such installments, and, if the amount available
shall not be sufficient to pay in ful l  any installment or
installments maturing on the same date, then to the payment
thereof ratably, according to the amounts due thereon, to the
persons entitled thereto, without any discrimination or
preference, and

Second: To the payment to the persons entitled
thereto of the unpaid principal or Redemption Price of any
Bonds which shall have become due, whether at maturity or
by call for redemption, in the order of their due dates, and if
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the amount available shall not be sufficient to pay in full all
the Bonds due on any date, then to the payment thereof
ratably, according to the amounts of principal or Redemption
Price due on such date, to the persons entitled thereto,
without any discrimination or preference.

(b) if the principal of all of the Bonds shall have become
or have been declared due and payable, to the payment of the
principal and interest then due and unpaid upon the Bonds without
preference or priority of principal over interest or of interest over
principal, or of any installment of interest over any other installment
of interest, or of any Bonds over any other Bond, ratably, according
to the amounts due respectively for principal and interest, to the
persons entitled thereto without any discrimination or preference.

3. If and whenever all overdue installments of interest on all
Bonds, together with the reasonable and proper charges, expenses and liabilities
of the Trustee, and all other sums payable by the District under the Resolution,
including the principal and Redemption Price of and accrued unpaid interest on
all Bonds which shall then be payable by declaration or otherwise, shall either be
paid by or for the account of the District, or provision satisfactory to the Trustee
snail be made for such payment, and all defaults under the Resolution or the
Bonds shall be made good or secured to the satisfaction of the Trustee or
provision deemed by the Trustee to be adequate shall be made therefor, the
Trustee shall pay over to the District all moneys, securities, funds and Revenues
then remaining unexpended in the hands of the Trustee (except moneys,
securities, funds or Revenues deposited or pledged, or required by the terms of
the Resolution to be deposited or pledged, with the Trustee), and thereupon the
District and the Trustee shall be restored, respectively, to their former positions
and rights under the Resolution, and all Revenues shall thereafter be applied as
provided in Article v. No such payment over to the District by the Trustee or
resumption of the application of Revenues as provided in Article V shall extend to
or affect any subsequent default under the Resolution or impair any right
consequent thereon.

8.04 Proceedings Brought by Trustee. 1. If an Event of Default shall
happen and shall not have been remedied, then and in every such case, the
Trustee, by its agents and attorneys, may proceed, and upon written request of
the Holders of not less than [a majority] in principal amount of the Bonds
Outstanding shall proceed, to protect and enforce its right and the rights of the
Holders of the Bonds under the Resolution forthwith by a suit or suits in equity or
at law, whether for the specific performance of any covenant herein contained, or
in aid of the execution of any power herein granted, or for an accounting against
the District as if the District were the trustee of an express trust, or in the
enforcement of any other legal or equitable right as the Trustee, being advised by
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counsel, shall deem most effectual to enforce any of its rights or to perform any
of its duties under the Resolution.

2. All rights of action under the Resolution may be enforced by
the Trustee without the possession of any of the Bonds or the production thereof
on the trial or other proceedings, and any such suit or proceedings instituted by
the Trustee shall be brought in its name.

3. The Holders of not less than a majority in principal amount of
the Bonds at the time Outstanding may direct the time, method and place of
conducting any proceeding for any remedy available to the Trustee, or exercising
any trust or power conferred upon the Trustee, provided that the Trustee shall
have the right to decline to follow any such direction if the Trustee shall be
advised by counsel that the action or proceeding so directed may not lawfully be
taken, or if the Trustee in good faith shall determine that the action or proceeding
so directed would involve the Trustee in personal liability or be unjustly prejudicial
to the Bondholders not parties to such direction.

4. Upon commencing a suit in equity or upon other
commencement of judicial proceedings by the Trustee to enforce any right under
the Resolution, the Trustee shall be entitled to exercise any and all rights and
Powers conferred in the Resolution and provided to be exercised by the Trustee
upon the occurrence of an Event of Default.

5. Regardless of the happening of an Event of Default, the
Trustee shall have power to, but unless requested in writing by the Holders of a
majority in principal amount of the Bonds then Outstanding, and furnished with
reasonable security and indemnity, shall be under no obligation to, institute and
maintain such suits and proceedings as it may be advised shall be necessary or
expedient to prevent any impairment of the security under the Resolution by any
acts which may be unlawful or in violation of the Resolution, and such suits and
proceedings as the Trustee may be advised shall be necessary or expedient to
preserve or protect its interest and the interest of the Bondholders.

8.05 Restriction on Bondholder's Action. 1. No Holder of any Bond
shall have any right to institute any suit, action or proceeding at law or in equity
for the enforcement of any provision of the Resolution or the execution of any
trust under the Resolution or for any remedy under the Resolution, unless such
Holder shall have previously given to the Trustee written notice of the happening
of an Event of Default, as provided in this Article, and the Holders of [not less
than a majority] in principal amount of the Bonds then Outstanding shall have
filed a written request with the Trustee, and shall have offered it reasonable
opportunity, either to exercise the Powers granted in the Resolution or by the Act
or by the laws of Arizona or to institute such action, suit or proceeding in its own
name, and unless such Holders shall have offered to the Trustee adequate
security and indemnity against the costs, expenses and liabilities to be incurred
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therein or thereby, and the Trustee shall have refused to comply with such
request for a period of 60 days after receipt by it of such notice, request and offer
of indemnity, it being understood and intended that no one or more Holders of
Bonds shall have any right in any manner whatever by his or their action to
affect, disturb or prejudice the pledge created by the Resolution, or to enforce
any right under the Resolution, except in the manner therein provided, and that
all proceedings at law or in equity to enforce any provision of the Resolution shall
be instituted, had and maintained in the manner provided in the Resolution and
for the equal benefit of all Holders of the Outstanding Bonds, subject only to the
provisions of Section 7.02.

2. Nothing in the Resolution or in the Bonds contained shall
affect or impair the obligation of the District, which is absolute and unconditional,
to pay at the respective dates of maturity and places therein expressed the
principal of and interest on the Bonds to the respective Holders thereof, or affect
or impair the right of action, which is also absolute and unconditional, of any
Holder to enforce such payment of his Bond.

8.06 Remedies Not Exclusive. No remedy by the terms of the
Resolution conferred upon or reserved to the Trustee or the Bondholders is
intended to be exclusive of any other remedy, but each and every such remedy
shall be cumulative and shall be in addition to every other remedy given under
the Resolution or existing at law or equity or by statute on or after the date of
adoption of this Resolution.

8.07 Effect of Waiver and Other Circumstances. 1. No delay or
omission of the Trustee or of any Bondholder to exercise any right or power
arising upon the happening of an Event of Default shall impair any right or power
or shall be construed to be a waiver of any such default or be an acquiescence
therein, and every power and remedy given by this Article to the Trustee or to the
Bondholders may be exercised from time to time and as often as may be
deemed expedient by the Trustee or by the Bondholders.

2. Prior to the declaration of maturity of the Bonds as provided
in Section 8.01, the Holders of not less than 25% in principal amount of the
Bonds at the time Outstanding, or their attorneys-in-fact duly authorized, may, on
behalf of the Holders of all of the Bonds waive any past default under the
Resolution and its consequences, except a default in the payment of interest on
or principal of or premium (if any) on any of the Bonds. No such waiver shall
extend to any subsequent or other default or impair any right consequent
thereon.

8.08 Notice of Default. The Trustee shall promptly mail to registered
Holders of Bonds, and to all Bondholders who shall have filed their names and
addresses with the Trustee for such purpose written notice of the occurrence of
any Event of Default. If for any Fiscal Year the Revenues shall be insufficient to
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comply with the provisions of subsection 1 of Section 7.11, the Trustee, on or
before the 30th day after receipt of the annual audit, shall mail to such registered
Holders and such Bondholders written notice of such failure.

ARTICLE IX
CONCERNING THE FIDUCIARIES

9.01 Trustee, Appointment and Acceptance of Duties. The Trustee
shall be appointed by resolution of the District prior to the issuance of any Bonds
authorized hereunder. The Trustee shall signify its acceptance of the duties and
obligations imposed upon it by the Resolution by written acceptance filed with the
District prior to the issuance of any Bonds authorized hereunder and by filing
such written acceptance the Trustee shall be deemed to have accepted such
duties and obligations with respect to all the Bonds to be issued, but only,
however, upon the terms and conditions set forth in the Resolution.

9.02 Paying Agents; Appointment and Acceptance of Duties. 1.
The District shall appoint one or more Paying Agents for the Bonds of each
Series, and may at any time or from time to time appoint one or more other
Paying Agents having the qualifications set forth in Section 9.12 for a successor
Paying Agent. The Trustee may be appointed a Paying Agent.

2. Each Paying Agent shall signify its acceptance of the duties
and obligations imposed upon it by the Resolution by executing and delivering to
the District and to the Trustee a written acceptance thereof.

3. Unless otherwise provided, the principal offices of the Paying
Agents are designated as the offices or agencies of the District for the payment
of the interest on and principal or Redemption of the Bonds.

9.03 Responsibilities of Fiduciaries. 1. The recitals of fact herein and
in the Bonds contained shall be taken as the statements of the District and no
Fiduciary assumes any responsibility for the correctness of the same. No
Fiduciary makes any representations as to the validity or sufficiency of the
Resolution or of any Bonds issued thereunder or as to the security afforded by
the Resolution, and no Fiduciary shall incur any liability in respect thereof. No
Fiduciary shall be under any responsibility or duty with respect to the application
of any moneys paid to the District or to any other Fiduciary. No Fiduciary shall
be under any obligation or duty to perform any act which would involve it in
expense or liability or to institute or defend any suit in respect hereof, or to
advance any of its own moneys, unless properly indemnified. Subject to the
provisions of subsection 2 of this Section 9.03, no Fiduciary shall be liable in
connection with the performance of its duties hereunder except for its own
negligence, misconduct or default.
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2. The Trustee, prior to the occurrence of an Event of Default
and after the curing of al l  Events of Default which may have occurred,
undertakes to perform such duties and only such duties as are specifically set
forth in the Resolution. In case an Event of Default has occurred (which has not
been cured) the Trustee shall exercise such of the rights and Powers vested in it
by the Resolution, and use the same degree of care and skill in their exercise, as
a prudent man would exercise or use under the circumstances in the conduct of
his own affairs. Any provision of the Resolution relating to action taken or to be
taken by the Trustee or to evidence upon which the Trustee may rely shall be
subject to the provisions of this Section 9.03.

9.04 Evidence on Which Fiduciaries May Act. 1. Each Fiduciary,
upon receipt of any notice, resolution, request, consent, order, certificate, report,
opinion, bond, or other paper or document furnished to it pursuant to any
provision of the Resolution, shall examine such instrument to determine whether
it conforms to the requirements of the Resolution and shall be protected in acting
upon any such instrument believed by it to be genuine and to have been signed
or presented by the proper party or parties. Each Fiduciary may consult with
counsel, who may or may not be of counsel to the District, and the opinion of
such counsel shall be full and complete authorization and protection in respect of
any action taken or suffered by it under the Resolution in good faith and in
accordance therewith.

2. Whenever any Fiduciary shall deem it necessary or
desirable that a matter be proved or established prior to taking or suffering any
action under the Resolution, such matter (unless other evidence in respect
thereof be therein specifically prescribed) may be deemed to be conclusively
proved and established by a certificate of an Authorized Officer of the District,
and such certificate shall be full warrant for any action taken or suffered in good
faith under the provisions of the Resolution upon the faith thereof, but in its
discretion the Fiduciary may in lieu thereof accept other evidence of such fact or
matter or may require further or additional evidence as to it as may seem
reasonable.

3. Except as otherwise expressly provided in the Resolution,
any request, order, notice, or other direction required or permitted to be furnished
pursuant to any provision thereof by the District to any Fiduciary shall be
sufficiently executed if executed in the name of the District by an Authorized
Officer of the District.

9.05 Compensation. The District shall pay to each Fiduciary from time
to time reasonable compensation for services rendered under the Resolution,
and also reasonable expenses, charges, counsel fees and other disbursements,
including those of its attorneys, agents, and employees, incurred in and about the
performance of their Powers and duties under the Resolution in accordance with
agreements made from time to time by and between the District and the Trustee.
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Subject to the provisions of Section 9.03, the District further agrees to indemnify
and save each Fiduciary harmless against any liabilities which it may incur in the
exercise and performance of its Powers and duties hereunder, and which are not
due to its negligence, misconduct or default.

9.06 Certain Permitted Acts. Any Fiduciary may become the owner of
any Bonds, with the same rights it would have if it were not a Fiduciary. To the
extent permitted by law, any Fiduciary may act as depository for, and permit any
of its officers or directors to act as a member of, or in any other capacity with
respect to, any committee formed to protect the rights of Bondholders or to effect
or aid in any reorganization growing out of the enforcement of the Bonds or the
Resolution, whether or not any such committee shall represent the Holders of a
majority in principal amount of the Bonds then Outstanding.

9.07 Resignation of Trustee. The Trustee may at any time resign and
be discharged of the duties and obligations created by the Resolution by giving
not less than 60 days' written notice to the District, and publishing notice thereof,
specifying the date when such resignation shall take effect, once in each week
for two successive calendar weeks in the Authorized Newspapers, and such
resignation shall take effect upon the day specified in such notice unless
previously a successor shall have been appointed by the District or the
Bondholders as provided in Section 9.09, in which event such resignation shall
take effect immediately on the appointment of such successor.

9.08 Removal of Trustee. The Trustee shall be removed by the District
if at any time so requested by an instrument or concurrent instruments in writing,
filed with the Trustee and the District, and signed by the Holders of a majority in
principal amount of the Bonds then Outstanding or their attorneys-in-fact duly
authorized, excluding any Bonds held by or for the account of the District. The
District may remove the Trustee at any time, except during the existence of an
Event of Default as defined in Section 8.01 hereof, for such cause as shall be
determined in the sole discretion of the District by filing with the Trustee an
instrument signed by an Authorized Officer of the District.

9.09 Appointment of Successor Trustee. 1. In case at any time the
Trustee shall resign or shall be removed or shall become incapable of acting, or
shall be adjudged a bankrupt or insolvent, or i f a receiver, l iquidator or
conservator of the Trustee, or of its property, shall be appointed, or if any public
officer shall take charge or control of the Trustee, or of its property or affairs, a
successor may be appointed by the District, and if the District does not appoint a
successor within 30 days then by the Holders of a majority in principal amount of
the Bonds then outstanding, excluding any Bonds held by or for the account of
the District, by an instrument or concurrent instruments in writing signed and
acknowledged by such Bondholders or by their attorneys-in-fact duly authorized
and delivered to such successor Trustee, notification thereof being given to the
District and the predecessor Trustee. The District shall publish notice of any
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such appointment made by it or the Bondholders once in each week for two
successive calendar weeks, in the Authorized Newspapers, the first publication
to be made within 20 days after such appointment.

2. If in a proper case no appointment of a successor Trustee
shall be made pursuant to the foregoing provisions of this Section within 60 days
after the Trustee shall have given to the District written notice as provided in
Section 9.07 or after a vacancy in the office of the Trustee shall have occurred by
reason of its inability to act, the Trustee or the Holder of any Bond may apply to
any court of competent jurisdiction to appoint a successor Trustee. Said court
may thereupon, after such notice, if any, as such court may deem proper, appoint
a successor Trustee.

3. Any Trustee appointed under the provisions of this Section in
succession to the Trustee shell be a bank or trust company or national banking
association, and having capital stocks and surplus aggregating at least
$100,000,000, if there be such a bank or trust company or national banking
association willing and able to accept the office on reasonable and customary
terms and authorized by law to perform all the duties imposed upon it by this
Resolution.

9.10 Transfer of Rights and Property to Successor Trustee. Any
successor Trustee appointed under the Resolution shall execute, acknowledge
and deliver to its predecessor Trustee, and also to the District, an instrument
accepting such appointment, and thereupon such successor Trustee, without any
further act, deed or conveyance, shall become fully vested with all moneys,
estates, properties, rights, Powers, duties and obligations of such predecessor
Trustee, with like effect as if originally named as Trustee, but the Trustee ceasing
to act shall nevertheless, on the written request of the District, or of the
successor Trustee, execute, acknowledge and deliver such instruments of
conveyance and further assurance and do such other things as may reasonably
be required for more fully and certainly vesting and confirming in such successor
Trustee all the right, title and interest of the predecessor Trustee in and to any
property held by it under the Resolution, and shall pay over, assign and deliver to
the successor Trustee any money or other property subject to the trust and
conditions herein set forth. Should any deed, conveyance or instrument in
writing from the District be required by such successor Trustee for more fully and
certainly vesting in and confirming to such successor Trustee any such estates,
rights, Powers and duties, any and all such deeds, conveyances and instruments
in writing shall, on request, and so far as may be authorized by law, be executed,
acknowledged and delivered by the District. Any such successor Trustee shall
promptly notify the Paying Agents of its appointment as Trustee.

9.11 Merger or Consolidation. Any company into which any Fiduciary
may be merged or converted or with which it may be consolidated or any
company resulting from any merger, conversion or consolidation to which it shall
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be a party or any company to which any Fiduciary may sell or transfer all or
substantially all of its corporate trust business, provided such company shall be a
bank or trust company organized under the laws of any state of the United States
or a national banking association, and shall be authorized by law to perform all
the duties imposed upon it by the Resolution, shall be the successor to such
Fiduciary without the execution or filing of any paper or the performance of any
further act.

9.12 Resignation or Removal of Paying Agent and Appointment of
Successor. 1. Any Paying Agent may at any time resign and be discharged of
the duties and obligations created by the Resolution by giving at least 60 days'
written notice to the District, the Trustee, and the other Paying Agents. Any
Paying Agent may be removed at any time by an instrument filed with such
Paying Agent and the Trustee and signed by the District. Any successor Paying
Agent shall be appointed by the District and shall be a bank or trust company
organized under the laws of any state of the United States or a national banking
association and willing and able to accept the office on reasonable and
customary terms and authorized by law to perform all the duties imposed upon it
by the Resolution.

2, In the event of the resignation or removal of any Paying
Agent, such Paying Agent shall pay over, assign and deliver any moneys held by
it as Paying Agent to its successor, or if there be no successor, to the Trustee. In
the event that for any reason there shall be a vacancy in the office of any Paying
Agent, the Trustee shall act as such Paying Agent.

ARTICLE x
SUPPLEMENTAL RESOLUTIONS

10.01 Supplemental Resolutions Effective Upon Filing With the
Trustee. For any one or more of the following purposes and at any time or from
time to time, a Supplemental Resolution of the District may be adopted, which,
upon the filing with the Trustee of a copy thereof certified by an Authorized
Officer of the District, shall be fully effective in accordance with its terms:

(1) To close the Resolution against, or provide limitations and
restrictions in addition to the limitations and restrictions contained in the
Resolution on, the delivery of Bonds or the issuance of other evidences of
indebtedness,

(2) To add to the covenants and agreements of the District in
the Resolution, other covenants and agreements to be observed by the
District which are not contrary to or inconsistent with the Resolution as
theretofore in effect,
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(3) To add to the limitations and restrictions in the Resolution,
other limitations and restrictions to be observed by the District which are
not contrary to or inconsistent with the Resolution as theretofore in effect,

(4) To authorize Bonds of a Series and, in connection therewith,
specify and determine the matters and things referred to in Section 2.02,
and also any other matters and things relative to such Bonds which are
not contrary to or inconsistent with the Resolution as theretofore in effect,
or to amend, modify or rescind any such authorization, specification or
determination at any time prior to the first delivery of such Bonds,

(5) To confirm, as further assurance, any pledge under, and the
subjection to any l ien or pledge created or to be created by, the
Resolution, of the Revenues or of any other moneys, securities or funds,

(6) To modify any of the provisions of the Resolution in any
respect whatever, provided that (i) such modification shall be, and be
expressed to be, effective only after all Bonds of any Series Outstanding
at the date of the adoption of such Supplemental Resolution shall cease to
be Outstanding, and (ii) such Supplemental Resolution shall be
specifically referred to in the text of all Bonds of any Series delivered after
the date of the adoption of such Supplemental Resolution and of Bonds
issued in exchange therefor or in place thereof,

(7) To modify any of the provisions of the Resolution to permit
compliance with any amendment to the Internal Revenue Code of 1986,
as amended, or any successor thereto, as the same may be in effect from
time to time, if, in the Opinion of Bond Counsel, failure to so modify the
Resolution either would adversely affect the ability of the District to issue
Bonds the interest on which is excludable from gross income for purposes
of federal income taxation, or is necessary or advisable to preserve such
exclusion with respect to any Outstanding Bonds,

(8) To comply with such regulations and procedures as are from
time to time in effect relating to establishing and maintaining a book-entry-
only system,

(9)
to bearer,

To provide for the issuance of Bonds in coupon form payable

(10) To comply with the requirements o f  any nationally
recognized rating agency in order to maintain or improve a rating on the
Bonds by such rating agency,

(11) To cure any ambiguity, supply any omission, or cure or
correct any defect or inconsistent provision in the Resolution, or
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(12) To insert such provisions clarifying matters or questions
arising under the Resolution as are necessary or desirable and are not
contrary to or inconsistent with the Resolution as theretofore in effect.

10.02 Supplemental Resolutions Effective With Consent of Trustees.
At any time or from time to time, a Supplemental Resolution may be adopted
subject to consent by Bondholders in accordance with and subject to the
provisions of Article xi, which Supplemental Resolution, upon the filing with the
Trustee of a copy thereof certified by an Authorized Officer of the District and
upon compliance with the provisions of said Article XI, shall become fully
effective in accordance with its terms as provided in said Article xi.

10.03 General Provisions. 1. The Resolution shall not be modified or
amended in any respect except as provided in and in accordance with and
subject to the provisions of this Article X and Article xi. Nothing in this Article X
or Article XI contained shall affect or limit the right or obligation of the District to
adopt, make, do, execute, acknowledge or deliver any resolution, act or other
instrument pursuant to the provisions of Section 7.04 or the right or obligation of
the District to execute and deliver to any Fiduciary any instrument which
elsewhere in the Resolution it is provided shall be delivered to said Fiduciary.

2. Any Supplemental Resolution referred to and permitted or
authorized by Section 10.01 may be adopted by the District without the consent
of any of the Bondholders, but shall become effective only on the conditions, to
the extent and at the time provided in said Sections, respectively. The copy of
every Supplemental Resolution when filed with the Trustee shall be accompanied
by a Counsel's Opinion stating that such Supplemental Resolution has been duly
and lawfully adopted in accordance with the provisions of the Resolution, is
authorized or permitted by the Resolution, and is valid and binding upon the
District and enforceable in accordance with its terms.

The Trustee is hereby authorized to accept the delivery of a
certified copy of any Supplemental Resolution referred to and permitted or
authorized by Sections 10.01 or 10.02 and to make all further agreements and
stipulations which may be therein contained, and the Trustee, in taking such
action, shall be fully protected in relying on an opinion of counsel (which may be
a Counsel's Opinion) that such Supplemental Resolution is authorized or
permitted by the provisions of the Resolution.

4. No Supplemental Resolution shall change or modify any of
the rights or obligations of any Fiduciary without its written assent thereto.

3.
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ARTICLE XI
AMENDMENTS

11.01 Mailing and Publication. 1. Any provision in this Article for the
mailing of a notice or other paper to Bondholders shall be fully complied with if it
is mailed postage prepaid only (i) to each registered owner of Bonds then
Outstanding at his address, if any, appearing upon the registry books of the
District or the Trustee, and (ii) to the Trustee.

2. Any provision in this Article for publication of a notice or
other matter shall require the publication thereof only in the Authorized
Newspapers.

11.02 Powers of Amendment. Any modification or amendment of the
Resolution and of the rights and obligations of the District and of the Holders of
the Bonds thereunder, in any particular, may be made by a Supplemental
Resolution, with the written consent given as provided in Section 11.03(i) of the
Holders of at least two-thirds in principal amount of the Bonds Outstanding at the
time such consent is given, and (ii) in case less than all of the several Series of
Bonds then Outstanding or less than all the Bonds of a Series then Outstanding
are affected by the modification or amendment, of the Holders of at least two-
thirds in principal amount of the Bonds so affected and Outstanding at the time
such consent is given, and (iii) in case the modification or amendment changes
the terms of any Sinking Fund Installment, of Holders of at least two-thirds in
principal amount of the Bonds entitled to such Sinking Fund Installment and
Outstanding at the time such consent is given, provided, however, that if such
modification or amendment will, by its terms, not take effect so long as any
Bonds of any specified like Series and maturity remain Outstanding, the consent
of the Holders of such Bonds shall not be required and such Bonds shall not be
deemed to be Outstanding for the purpose of any calculation of Outstanding
Bonds under this Section. No such modification or amendment shall permit a
change in the terms of redemption or maturity of the principal of any Outstanding
Bond or of any installment of interest thereon or a reduction in the principal
amount or the Redemption Price thereof or in the rate of interest thereon without
the consent of the Holder of such Bond, or shall reduce the percentages or
otherwise affect the classes of Bonds the consent of the Holders of which is
required to effect any such modification or amendment, or shall change or modify
any of the rights or obligations of any Fiduciary without its written assent thereto.
For the purpose of this Section, a Series shall be deemed to be affected by a
modification or amendment of the Resolution if the same adversely affects or
diminishes the rights of the Holders of Bonds of such Series.

11.03 Consent of Bondholders. The District may at any time adopt a
Supplemental Resolution making a modification or amendment permitted by the
provisions of Section 11.02, to take effect when and as provided in this Section.
A copy of such Supplemental Resolution (or brief summary thereof or reference
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thereto in form approved by Trustee, together with a request to Bondholders for
their consent thereto in form satisfactory to the Trustee), shall be mailed by the
District to Bondholders and shall be published in the Authorized Newspapers at
least once a week for two successive weeks (but failure to mail such copy and
request shall not affect the validity of the Supplemental Resolution when
consented to as in this Section provided). Such Supplemental Resolution shall
not be effective unless and until (i) there shall have been filed with the Trustee
(a) the written consents of Holders of the percentages of Outstanding Bonds
specified in Section 11.02 and (b) a Counsel's Opinion stating that such
Supplemental Resolution has been duly and lawfully adopted and filed by the
District in accordance with the provisions of the Resolution, is authorized or
permitted by the Resolution, and is valid and binding upon the District and
enforceable in accordance with its terms, and (ii) a notice shall have been
published as hereinafter in this Section 11.03 provided. Each such consent shall
be effective only if accompanied by proof of the holding, at the date of such
consent, of the Bonds with respect to which such consent is given, which proof
shall be such as is permitted by Section 12.02. A certificate or certificates by the
Trustee filed with the Trustee that it has examined such proof and such proof is
sufficient in accordance with Section 12.02 shall be conclusive that the consents
have been given by the Holders of the Bonds described in such certificate or
certificates of the Trustee. Any such consent shall be binding upon the Holder of
the Bonds giving such consent and, anything in Section 12.02 to the contrary
notwithstanding, upon any subsequent Holder of such Bonds and of any Bonds
issued in exchange therefor (whether or not such subsequent Holder thereof has
notice thereof) unless such consent is revoked in writing by the Holder of such
Bonds giving such consent or a subsequent Holder thereof by filing with the
Trustee, prior to the time when the written statement of the Trustee hereinafter in
this Section 11.03 provided for is filed, such revocation and, if such Bonds are
transferable by delivery, proof that such Bonds are held by the signer of such
revocation in the manner permitted by Section 12.02. The fact that a consent
has not been revoked may likewise be proved by a certificate of the Trustee filed
with the Trustee to the effect that no revocation thereof is on file with the Trustee.
At any time after the Holders of the required percentages of Bonds shall have
filed their consents to the Supplemental Resolution, the Trustee shall make and
file with the District and the Trustee a written statement that the Holders of such
required percentages of Bonds have filed such consents. Such written statement
shall be conclusive that such consents have been so fired. At any time thereafter
notice, stating in substance that the Supplemental Resolution (which may be
referred to as Supplemental Resolution adopted by the District on a stated date,
a copy of which is on file with the Trustee) has been consented to by the Holders
of the required percentages of Bonds and will be effective as provided in this
Section 11.03, may be given to Bondholders by the District by mailing such
notice to Bondholders (but failure to mail such notice shall not prevent such
Supplemental Resolution from becoming effective and binding as in this Section
11.03 provided) and by publishing the same in the Authorized Newspapers at
least once not more than 90 days after the Holders of the required percentages

51



DISTRICT BOARD MINUTES SEPTEMBER 10, 2001

of Bonds shall have filed their consents to the Supplemental Resolution and the
written statement of the Trustee hereinabove provided for is filed. The District
shall file with the Trustee proof of the publication of such notice and, if the same
shall have been mailed to Bondholders, of the mailing thereof. A record,
consisting of the papers required or permitted by this Section 11.03 to be filed
with the Trustee, shall be proof of the matters therein stated. Such Supplemental
Resolution making such amendment or modification shall be deemed
conclusively binding upon the District, the Fiduciaries and the Holders of all
Bonds at the expiration of 40 days after the filing with the Trustee of the proof of
the first publication of such last mentioned notice, except in the event of a final
decree of a court of competent jurisdiction setting aside such Supplemental
Resolution in a legal action or equitable proceeding for such purpose
commenced within such 40 day period, provided, however, that any Fiduciary
and the District during such 40 day period and any such further period during
which any such action or proceeding may be pending shall be entitled in their
absolute discretion to take such action, or to refrain from taking such action, with
respect to such Supplemental Resolution as they may deem expedient.

11.04 Modifications by Unanimous Consent. The terms and provisions
of the Resolution and the rights and obligations of the District and of the Holders
of the Bonds thereunder may be modified or amended in any respect upon the
adoption and filing by the District of a Supplemental Resolution and the consent
of the Holders of all the Bonds then Outstanding, such consent to be given as
provided in Section 11.03 except that no notice to Bondholders either by mailing
or publication shall be required: provided, however, that no such modification or
amendment shall change or modify any of the rights or obligations of any
Fiduciary without the filing with the Trustee of the written assent thereto of such
Fiduciary in addition to the consent of the Bondholders.

11.05 Exclusion of Bonds. Bonds owned or held by or for the account
of the District shall not be deemed Outstanding for the purpose of consent or
other action or any calculation of Outstanding Bonds provided for in this Article
xi, and the District shall not be entitled with respect to such Bonds to give any
consent or take any other action provided for in this Article. At the time of any
consent or other action taken under this Article, the District shall furnish the
Trustee a certificate of an Authorized Officer of the District, upon which the
Trustee may rely, describing all Bonds so to be excluded.

11.06 Notation on Bonds. Bonds delivered after the effective date of
any action taken as in Article X or this Article XI provided may, and, if the Trustee
so determines, shall bear a notation by endorsement or otherwise in form
approved by the District and the Trustee as to such action, and in that case upon
demand of the Holder of any Bond Outstanding at such effective date and
presentation of his Bond for the purpose at the principal office of the Trustee or
upon any transfer or any Bond Outstanding at such effective date, suitable
notation shall be made on such Bond or upon any Bond issued upon any such
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transfer by the Trustee as to any such action. If the District shall so determine,
new Bonds so modified as in the opinion of the District to conform to such action
shall be prepared and delivered, and upon demand of the Holder of any Bond
then Outstanding shall be exchanged, without cost to such Bondholder, for
Bonds of the same Series and maturity then Outstanding, upon surrender of such
Bonds.

ARTICLE XII
MISCELLANEOUS

12.01 Defeasance. 1. If the District shall pay or cause to be paid or
there shall otherwise be paid, to the Holders of any Bonds the principal or
Redemption Price, if applicable, and interest due or to become due thereon, at
the times and in the manner stipulated therein and in the Resolution, then the
pledge of any Revenues, and other moneys and securities pledged under the
Resolution and all covenants, agreements and other obligations of the District to
the Bondholders, shall thereupon cease, terminate and become void and be
discharged and satisfied. In such event, the Trustee shall cause an accounting
for such period or periods as shall be requested by the District to be prepared
and filed with the District and, upon the request of the District, shall execute and
deliver to the District all such instruments as may be desirable to evidence such
discharge and satisfaction, and the Fiduciaries shall pay over or deliver to the
District all moneys or securities held by them pursuant to the Resolution which
are not required for the payment of principal or Redemption Price, if applicable,
on Bonds or payment of interest. If the District shall pay or cause to be paid, or
there shall otherwise be paid, to the Holders of all Outstanding Bonds of a
particular Series the principal or Redemption Price, if applicable, and interest due
or to become due thereon, at the times and in the manner stipulated therein and
in the Resolution, such Bonds shall cease to be entitled to any lien, benefit or
security under the Resolution, and all covenants, agreements and obligations of
the District to the Holders of such Bonds shall thereupon cease, terminate and
become void and be discharged and satisfied.

2. Bonds or the principal or interest installments or Redemption
Price for the payment or redemption of which moneys shall have been set aside
and shall be held in trust by the Paying Agents (through deposit by the District of
funds for such payment or redemption or otherwise) at the maturity or redemption
date thereof shall be deemed to have been paid within the meaning and with the
effect expressed in subsection 1 of this Section. Any Outstanding Bonds of any
Series shall prior to the maturity or redemption date thereof be deemed to have
been paid within the meaning and with the effect expressed in subsection 1 of
this Section if (a) in case any of said Bonds are to be redeemed on any date prior
to their maturity, the District shall have given to the Trustee in form satisfactory to
it irrevocable instructions to publish as provided in Article IV notice of redemption
of such Bonds on said date, (b) there shall have been deposited with the Trustee
either moneys in an amount which shall be sufficient, or Defeasance Securities
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the principal of and the interest on which when due will provide moneys which,
together with the moneys, if any, deposited with the Trustee at the same time,
shall be sufficient, to pay when due the principal or Redemption Price, if
applicable, and interest due and to become due on said Bonds on and prior to
the redemption date or maturity date thereof, as the case may be, and (c) in the
event said Bonds are not by their terms subject to redemption within the next
succeeding 60 days, the District shall have given the Trustee in form satisfactory
to it irrevocable instructions to publish, as soon as practicable, at least twice, at
an interval of not less than seven days between publications, in the Authorized
Newspapers a notice to the owners of such Bonds that the deposit required by
(b) above has been made with the Trustee and that said Bonds are deemed to
have been paid in accordance with this Section and stating such maturity or
redemption date upon which moneys are available for the payment of the
principal or Redemption Price, if applicable, on said Bonds. Neither Defeasance
Securities nor moneys deposited with the Trustee pursuant to this Section nor
principal or interest payments on any such Defeasance Securities shall be
withdrawn or used for any purpose other than, and shall be held in trust for, the
payment of the principal or Redemption Price, if applicable, and interest on said
Bonds, provided that any cash received from such principal or interest payments
on such Defeasance Securities deposited with the Trustee, if not then needed for
such purpose, shall, to the extent practicable, be reinvested in Defeasance
Securities maturing at times and in amounts sufficient to pay when due the
principal or Redemption Price, if applicable, and interest to become due on said
Bonds on and prior to such redemption date or maturity date thereof, as the case
may be, and interest earned from such reinvestments shall be paid over to the
District, as received by the Trustee, free and clear of any trust, lien or pledge.

3. Anything in the Resolution to the contrary notwithstanding,
any moneys held by a Fiduciary in trust for the payment and discharge of any of
the Bonds which remain unclaimed for five years after the date when such Bonds
have become due and payable, either at their stated maturity dates or by call for
earlier redemption, if such moneys were held by the Fiduciary at such date, or for
five years after the date of deposit of such moneys if deposited with the Fiduciary
after the said date when such Bonds became due and payable, shall, at the
written request of the District, be repaid by the Fiduciary to the District, as its
absolute property and free from trust, and the Fiduciary shall thereupon be
released and discharged with respect thereto and the Bondholders shall look
only to the District for the payment of such Bonds, provided, however, that before
being required to make any such payment to the District, the Fiduciary shall, at
the expense of the District, cause to be published at least twice, at an interval of
not less than seven days between publications, in the Authorized Newspapers, a
notice that said moneys remain unclaimed and that, after a date named in said
notice, which date shall be not less than 30 days after the date of the first
publication of such notice, the balance of such moneys then unclaimed will be
returned to the District.
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12.02 Evidence of Signatures of Bondholders and Ownership of
Bonds. 1. Any request, consent, revocation of consent or other instrument
which the Resolution may require or permit to be signed and executed by the
Bondholders may be in one or more instruments of similar tenor, and shall be
signed or executed by such Bondholders in person or by their attorneys
appointed in writing. Proof of (i) the execution of any such instrument, or of an
instrument appointing any such attorney, or (ii) the holding by any person of the
Bonds shall be sufficient for any purpose of the Resolution (except as otherwise
therein expressly provided) if made in the following manner, or in any other
manner satisfactory to the Trustee, which may nevertheless in its discretion
require further or other proof in cases where it deems the same desirable:

(1) The fact and date of the execution by any Bondholder
or his attorney of such instruments may be proved by a guarantee
of the signature thereon by a bank or trust company or by the
certificate of any notary public or other officer authorized to take
acknowledgments of deeds, that the person signing such request or
other instrument acknowledged to him the execution thereof, or by
an affidavit of a witness of such execution, duly sworn to before
such notary public or other officer. Where such execution is by an
officer of a corporation or association or a member of a partnership,
on behalf of such corporation, association or partnership, such
signature guarantee, certificate or affidavit shall also constitute
sufficient proof of his authority.

(2) The amount of Bonds transferable by delivery held by
any person executing any instrument as a Bondholder, the date of
his holding such Bonds, and the numbers and other identification
thereof, may be proved by a certificate, which need not be
acknowledged or verified, in form satisfactory to the Trustee,
executed by the Trustee or by a member of a financial firm or by an
officer of a bank, trust company, insurance company, or financial
corporation or other depositary wherever situated, showing at the
date therein mentioned that such person exhibited to such member
or officer or had on deposit with such depositary the Bonds
described in such certificate. Such certificate may be given by a
member of a financial firm or by an officer of any bank, trust
company, insurance company or financial corporation or depositary
with respect to Bonds owned by it, if acceptable to the Trustee. In
addition to the foregoing provisions, the Trustee may from time to
time make such reasonable regulations as it may deem advisable
permitting other proof of holding of Bonds transferable by delivery.

2. The ownership of Bonds and the amount, numbers and other
identification, and date of holding the same shall be proved by the registry books.
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3. Any request or consent by the owner of any Bond shall bind
all future owners of such Bond in respect of anything done or suffered to be done
by the District or any Fiduciary in accordance therewith.

12.03 Prior Obligations Not Affected. Nothing contained in the
Resolution shall be construed as impairing or destroying the obligation of the
District in connection with any franchise, contract, agreement, lease or other
arrangement entered into by the District in connection with the operation of the
properties of the District prior to the adoption of the Resolution, or to release any
person, firm or corporations, public or private, from any debt or other obligation to
the District pursuant to any such franchise, contract, agreement, lease or other
arrangement.

12.04 Change of Corporate Name. Nothing herein contained shall
prevent the District from changing its corporate name from time to time as
provided by law, and the District expressly reserves the right to effect such
change as may be determined by its Board of Directors.

12.05 Moneys Held for Particular Bonds. The amounts held by any
Fiduciary for the payment of the interest, principal or Redemption Price due on
any date with respect to particular Bonds shall, on and after such date and
pending such payment, be set aside on its books and held in trust by it for the
Holders of the Bonds entitled thereto.

12.06 Preservation and Inspection of Documents. All documents
received by any Fiduciary under the provisions of the Resolution shall be
retained in its possession and shall be subject at all reasonable times to the
inspection of the District, any other Fiduciary, and any Bondholder and their
agents and their representatives, any of whom may make copies thereof.

12.07 Parties Interested Herein. Nothing in the Resolution expressed or
implied is intended or shall be construed to confer upon, or to give to, any person
or corporation, other than the District, the Fiduciaries and the Holders of the
Bonds, any right, remedy or claim under or by reason of the Resolution or any
covenant, condition or stipulation thereof, and all the covenants, stipulations,
promises and agreements in the Resolution contained by and on behalf of the
District shall be for the sole and exclusive benefit of the District, the Fiduciaries,
and the Holders of the Bonds.

12.08 No Recourse on the Bonds. No recourse shall be had for the
payment of the principal of or interest on the Bonds or for any claim based
thereon or on the Resolution against any member or officer of the District or any
person executing the Bonds.

12.09 Publication of Notice; Suspension of Publication. 1. Any
publication to be made under the provisions of the Resolution in successive
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weeks or on successive dates may be made in each instance upon any business
day of the week and need not be made in the same Authorized Newspapers for
any or all of the successive publications but may be made in different Authorized
Newspapers.

2. If, because of the temporary or permanent suspension of the
publication or general circulation of any of the Authorized Newspapers or for any
other reason, it is impossible or impractical to publish any notice pursuant to the
Resolution in the manner herein provided, then such publication in lieu thereof as
shall be made with the approval of the Trustee shall constitute a sufficient
publication of such notice.

12.10 Reserved.

12.11 Severability of Invalid Provisions. If any one or more of the
covenants or agreements provided in the Resolution on the part of the District or
any Fiduciary to be performed should be contrary to law, then such covenant or
covenants or agreement or agreements shall be deemed severable from the
remaining covenants and agreements, and shall in no way affect the validity of
the other provisions of the Resolution, so long as the Resolution as so modified
continues to express, without material change, the original intentions of the
District or any Fiduciary as to the subject matter of the Resolution and the
deletion of such portion of the Resolution will not substantially impair the
respective benefits or expectations of the District or any Fiduciary.

12.12 Effective Date. This Resolution shall take effect in accordance
with the provisions of Section 11.03 hereof, provided, however, that any
modification or amendment affecting the form, ownership, transfer, registration,
exchange, cancellation, redemption or payment of any coupon Bond shall not
take effect with respect to such coupon Bond so long as any coupon Bonds
remain Outstanding.
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Exhibit H

Salt River Project Agricultural Improvement and Power District
Schedule of Outstanding Revenue Bonds

As of January 2, 2008

1992 Series D Original Issue $511,895,000

Issue Expense
Discount

Unamortized Amount
$ 6,126.43
$ 352,346.92

Maturity Date

2009 $
$

Issue Amount

19,275,000
19,275,000

Current Outstanding

$ 19,275,000
$ 19,275,000

Interest Rate

6.000% fixed

1993 Series A Original Issue $281,065,000

Issue Expense
Discount

Unamortized Amount
$ 4,514.55
$ 81 ,631 .11

Maturity Date
2009

2010
$

$
$

Issue Amount
5,995,000

4,000,000
9,995,000

Current Outstanding
$ 5,995,000

$ 4,000,000
$ 9,995,000

Interest Rate
5.750% fixed

5.750% fixed

1993 Series c Original Issue $726,380,000

Issue Expense
Discount

Unamortized Amount
$ 34,250.64
$ 427,788.84

Maturity Date
2009
2010

2011

$
$

$
$

Issue Amount
40,840,000
43,045,000

53,400,000
137,285,000

Current Outstanding
$ 40,840,000
$ 43,045,000

$ 15,800,000
$ 99,685,000

Interest Rate
6.500% fixed
5.500% fixed

5.050% fixed

1994 Series A Original Issue $43,833,500

Issue Expense
Discount

Unamortized Amount
$ 15,653.60
$ _

Maturity Date

2009 $
$

Issue Amount

43,833,500
43,833,500

Current Outstanding

$ 38,529,000
$ 38,529,000

Interest Rate

5.150% fixed
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1997 Series A Original Issue $256,005,000

Issue Expense
Discount

Unamortized Amount
$ 79,640.73
$ 148,791 .24

Maturity Date
2009
2010
2011
2018

2020

Issue Amount Interest Rate
5.500% fixed
5.125% fixed
5.000% fixed
5. 125% fixed

5.000% fixed

$
$
$
$

$
$

7,825,000
8,315,000
4,720,000

20,000,000

1 10,985,000
157,845,000

Current Outstanding
$ 5,580,000
$ 5,000,000
$ 2,840,000
$ 1,795,000

$ 4.355.000
$ 50,570,000

2001 Series A Original Issue $580,510,000

Issue Expense
Premium

Unamortized Amount
s 233,253.59
$ (1 ,793,028.29)

Maturity Date
2009
2009
2010

2011

$
$
$

$
$

Issue Amount
10,745,000
3,035,000

42,660,000

1 1 ,420,000
67,860,000

Current Outstanding
$ 10,745,000
$ 3,035,000
$ 42,660,000

$ 11,420,000
$ 67,860,000

Interest Rate
5.000%
4.125%
5.000%

5.000%

fixed
fixed
fixed

fixed

2002 Series A Original Issue $432,560,000

Issue Expense
Premium

Unamortized Amount
$ 2,181,575.87
$ (5,124,783.88)

Maturity Date Issue Amount
2010
2011
2011
2012
2013
2014
2014
2015
2015
2016
2017
2018
2019
2019
2020
2021

$
s
$
$
$
$
s
$
$
$
$
$
$
$
$
$

1,450,000
915,000

23,710,000
37,110,000
26,175,000

560,000
24,025,000

260,000
28,940,000

550,000
2,855,000

21 ,665,000
380,000

33,925,000
4,160,000

17,155,000

Current Outstanding
$ 1 ,450,000
$ 915,000
$ 23,710,000
s 37,110,000
$ 26,175,000
$ 560,000
$ 24,025,000
$ 260,000
$ 28,940,000
$ 550,000
$ 2,855,000
$ 21 ,665,000
$ 380,000
$ 33,925,000
$ 4,150,000
$ 17,155,000

Interest Rate
4.125%
4.250%
5.000%
5.000%
5.250%
4.500%
5.250%
4.600%
5.250%
4.750%
5.250%
5.250%
4.875%
5.250%
5.250%
5.000%

fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed



Exhibit H

2022
2023
2023
2027

2031

$
$
$
$

$
$

5,640,000
33,765,000
10,000,000
61,010,000

98,310,000
432,560,000

$
$
$
$

$
$

5,640,000
33,765,000
10,000,000
61,010,000

98,310,000
432,560,000

5.000% fixed
5.000% fixed
5.125% fixed
5.125% fixed

5.000% fixed

2002 Series B Original Issue $510,000,000

Issue Expense
Premium

Unamortized Amount
$ 2,892,118.47
$ (5,387,755.69)

Maturity Date
2016
2017
2020
2021
2022
2024
2025
2026
2031

Interest Rate
4.000%
5.000%
5.000%
5.000%
5.000%
4.800%
5.000%
5.000%
5.000%

4.750%

fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed
fixed

fixed2032

$
$
$
$
$
$
$
$
$

$
$

Issue Amount
3,080,000

18,185,000
28,495,000
21 ,960,000
32,960,000
55,675,000
58,095,000
17,075,000

222,985,000

111 ,490,000
570,000,000

Current Outstanding
$ 3,080,000
$ 18,185,000
$ 28,495,000
$ 21 ,960,000
$ 32,960,000
$ 55,675,000
s 58,095,000
$ 17,075,000
$ 222,985,000

$ 111 ,490,000
$ 570,000,000

2002 Series C Original Issue $202,385,000

Issue Expense
Premium

Unamortized Amount
$ 719,501 .53
$ (8,536,146.70)

Maturity Date
2010
2011
2012
2013
2014

2015

$
$
$
$
$

$
$

Issue Amount
17,750,000
43,835,000
51 ,625,000
39,005,000
30,030,000

20,140,000
202,385,000

Current Outstanding
$ 17,750,000
s 43,835,000
$ 51 ,625,000
$ 39,005,000
$ 30,030,000

$ 20, 140,000
$ 202,385,000

Interest Rate
5.000%
5.000%
5.000%
5.000%
5.000%

5.000%

fixed
fixed
fixed
fixed
fixed

fixed

2002 Series D Original Issue $104,065,000

Issue Expense
Premium

Unamortized Amount
$ 44,139.78
$ (482,905.67)

Maturity Date

2009 $
$

Issue Amount

26,855,000
26,855,000

Current Outstanding

$ 26,855,000
$ 26,855,000

Interest Rate

5.000% fixed
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2004 Series A Original Issue $122,110,000

Issue Expense
Premium

Unamortized Amount
$ 629,327.23
$ (6,918,936.56)

Maturity Date
2009
2010
2011
2011
2012
2013
2014
2015
2016
2017
2018
2021
2022
2023

F i xe d

F i xe d

F i xe d

F i xe d

F i xe d

W xed

F i xe d

F i xe d

F i xe d

F i xe d

F i xe d

F i xe d

F i xed

F i xed

2024

$
$
$
$
$
$
$
$
$
$
$
$
$
$

$
$

Issue Amount
1,150,000
1,950,000
2,000,000
7,960,000

14,695,000
13,315,000
13,255,000
13,515,000
13,575,000
1 1 ,210,000

2,875,000
6,700,000
7,150,000
7,295,000

865,000
117,510,000

Current Outstanding
$ 1,150,000
$ 1,950,000
$ 2,000,000
$ 7,960,000
$ 14,695,000
$ 13,315,000
$ 13,255,000
$ 13,515,000
$ 13,575,000
$ 11 ,210,000
$ 2,875,000
$ 5,700,000
$ 7,150,000
$ 7,295,000

$ 865,000
$ 117,510,000

Interest Rate
4.000%
4.000%
4.000%
5.000%
5.000%
5.000%
5.000%
5.000%
5.000%
5.000%
4.000%
5.000%
5.000%
5.000%

5.000% fixed

2005 Series A Original Issue $327,090,000

Issue Expense
Premium

Unamortized Amount
$ 2,008,391.10
$ (16,974,404.73)

Maturity Date
2027
2028
2029
2035

2035

$
$
$
$

$
$

Issue Amount
10,890,000
13,050,000
17,055,000

246,095,000

40,000,000
327,090,000

Current Outstanding
$ 10,890,000
$ 13,050,000
$ 17,055,000
$ 246,095,000

$ 40.000.000
$ 327,090,000

Interest Rate
5.000% fixed
5.000% fixed
5.000% fixed
5.000% fixed

4.750% fixed

2006 Series A Original Issue $295,000,000
Unamortized Amount
$ 1,949,647.86
s (5,298,861 .52)

Maturity Date

2037 $
$

Issue Expense
Premium

Issue Amount

296,000,000
296,000,000

$
$

296,000,000
296,000,000

Interest Rate

5.000% fixed
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Exhibit I

SALT RIVER PROJECT AGRICULTURAL IMPROVEMENT AND POWER DISTRICT
USAGE OF REVENUE BOND AUTHORITZATION*

As of March 6, 2008

New Money Bond Authorization Available at October 27, 2003 $ 2,749,710

New Money Bond Authorization (Order 66469)
New Money Bond Authorization (Order 69422)

580,000,000
1200,000,000

Total New Money Bond Authorization Available

Less: New Money Revenue Bonds Issued'

$1 ,782,749,710

$ 582,095,000

$1 ,200,654,710New Money Bond Authorization Available at March 6, 2008

Less : 2008 Series A Revenue Bonds expected
to be issued on or about March 19, 2008 $ 816,650,000

New Money Bond Authorization Expected to be Available after March 19, 2008 $ 384,004,710

kNew Money Revenue Bonds Issued

2005 Series A
2006 Series A

$ 286,095,000
296,000,000

Total New Money Bonds Issued $ 582,095.000

*Excludes authorization issued expressly to refund the District's commercial paper program .

I
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AbQul' SRP

Scili River Protect provides reliable, oi0ordolole electric power

and woierio more iron 2 million people living in one al

Americas fastest-growing areas, The Salt River Volley of

Central Arizona.

SRP is one at the county"y's largest integrated public power

utilities. We provide generation, transmission and distribution

services to about 920,000 homes and businesses. We also

are the greater Phoenix metropolitan area's largest water

supplier, with a service area covering more than 375 square

miles. in addition, SRP has management responsibilities tor a

l 3,000-square-mile watershed.

SRP hos more than o century at experience anticipating,

planning and executing strategies to make the most at

Arizona's precious resources to meet the needs at our water

shareholders and electric customers.

Our dedicated employees strive to make our unique corner of

the world o greet place to live, work and raise their homilies.

To learn more about SRP and our commitment to deliver

more than power for our customers and shareholders, the

community and the environment, visit our Web site at

www.srpnef.com
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Letter to Electric Customers.

Water Shareholders and Bondholders

During Fiscal Year 2007, Soli River Prolecl conlinued to locus

on providing water shareholders and e ectric customers wi'rh

low-cost, reliable water and power services, and contributing

to The Jilolily of Central Arizona.

We made progress in building our sustainable resource

portfolio this year and plan to meet 15 percent of our retail

customers' energy needs with sustainable resources by 2025.

These efforts are complemented by a commitment to energy

efficiency and active involvement in global climate change

initiate/es, | l at which underscore our well-engro'ned culture

at environmental stewardship.

With strong strategic planning, disciplined execution and lust

p air hard work, SRP management and employees De 'mered

another year at exe lent performance. We ore pleased by

what they accomplished during our first full year as president

and vice pres dent.

We were able to limit price ncreoses to (31 2.3 percent fuel-

cosl cxdiuslmenl in October, 'n port because al our Role

Sfobilizotion Fund. In March we released $80 million from

the fund To offset h'gherlue and purchased-power pry es,

which w ll help minimize The size al this year's adluslmenl for

our customers.

Growth remains strong in our electric sew Ce ore, where the

retail customer base grew 3 percent, to near y 920000. while

total energy demand increcxsed about 3.7 percent.

Our six~yeor pion, whictw is fine-tuned annually, hos enabled

Us to keep pace. We hove irwested $3.6 Bil ion in capitol

expansion and improvement projects over the lost s'x years so

we con continue to De Iver the low cost, reliob e service that

SRP shareholders and customers expect and deserve.

The longest drought in recent history is now 'n its 13th

year, surpassing the preylous record set o century ago and

presenting s'gnlticont cho Henges for SRP A relative y wet

monsoon season helped get us through the summer at 2006

without taking drastic action, despite one at the driest runoffs

ever recorded on our watershed. At year's end our reservoir

storage system was at 62 percent at c<;1poclty, well be ow its

eyes at o year ago.

The Board at Directors approved construction of o new 400-

mega Matt coal t'red generating facility at the Springervil e

Generating Station. When it becomes operator in late

2009, Springerv'lle Unit 4 wt I use the test technologies

to limit emiss'ons, making ii one of the cleanest coal fired

taciiities in the state.

H is. of course, not possible to predict when the drought will

end. However, our water system infrastructure is doing exactly

what it was designed to do by storing water from the welter

years to sustain us during the dry periods that ore c tact of

lite `n this desert land. As Arizona's population grows and

becomes more urban, we continue to work with policymakers

'ro protect our watershed and ensure that the interests of our

shareholders are not com prom sea.

Despite rapid growth, rel'obility and customer service continue

'ro be SRP imperofves. Equ'vciieni ovoilobiliiy roles o'r our

generating resources cweroged o respectobie 95 percent

lost year. Meanwhile, for the second consecuiie year, our

resideniioi and commercioi coll centers were recognized for

excelled t customer service by JD. Power and Associates.

ANN
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We recognize our responsibility to be active and involved in the

communities we serve. Again this year we supported o wide

range of worthy organizations and programs that improve

education, health and quality of lite for Arizonans. We continue

to place special emphasis on moth and science education

programs, including those designed 'ro encourage young people

to consider careers in technical specialties such as those that are

critically important to SRP's future.

This year we worked with local communities on innovative

groundwater resloraiion prolects, such as the New Rier-

Agua Fria Underground Sloroge Prolecl in The West Valley,

which began operations in December. SRP's groundwater

recharging projects have lei us "bank" about 400 billion

gallons s`nce 1994.

As we begin our second year as president and vice president,

we wont to thank the Governing Boards and Councils and SRP

management for their support and confidence. Thanks also to

SRP employees for their many contributions. We look forward to

continued success in the coming year

Financial performance is essential it we ore to have

the resources to do the right things for our customers,

shareholders and employees. Our 2007 results were

outstanding again. Net revenues were $367.8 million c

total operating revenues of $2.63 b'l ion. These results were

comparable to est year's, otter accounting tor the gain on

the sale of securities that we reported in FY 2006.

John M Williams Jr.
Pre ilenf

. _ _

SRP's consistently superior financial performance hos earned

us the highest credit ratings available To pubic utilities,

including on Aai rating from Moody's Investors Service and

on AA rating tram Standard 8< Poor's. Tlwese l'iigh ratings are

extremely important as we look to lurid capital prolects to

meet the growing needs of our service area.

David Rousseau
WeePre :Jeff

ANN 3



Letter from the

General Manager

SRP continued its long tradition of success during the post year.

Our financial results again exceeded budget, we Ia customer

growth, though less than in past years, was still relatively robust.

On the water side, drought hos continued, but reservoir Be/els ore

adequate. We com'inUe to prepare 1'or on extended dry period as

the drought enters its 13th year. SRP hos resumed the put hose

of excess water from the Central Arizorro Project, and much

appreciate tlfre ovclilobility of this limited resource.

Station, closed s nee December 31 , 2005, remains uncertain

beccxuse sulfur dioxide emission control equipment, required by

o consent decree, had not been installed. The owners continue

to consider the future of the font, including the posslb'lify at

changes in ownership.

Our mission of waler stewardship continues. The Arizona Wafer

SeHlements Act is on track for implementation by the end of the

year. Challenging conflicting water rights claims 'ro the Verde R'¢er

watershed is an ongoing effort, and we have seen some successes. SRP his undertaken p om* siring Gciwities, intended to locate both

peok'ng and base load generot'on. End ronmentdl consultants ore

in the initio! stages of .deniiiying sites.Working with Volley cities, we ore re¥'nlng the recently De/eloped

program to increase ground water pumping capability for drougri

protection. Tie program, refurbishing exit 'ng wells and

co-Ioccit ng new wells, presents challenges, but we ore candent

in implementofon.

Also, during the past year, furious ut'lities announced p ons to

t`le opp icat'ons for new nuclear units, the first such activity in

decades. We continue to mon'tor these developments. Licenslng

issues, raised by the Nuclear Regulatory Commission during the

early application proceedings, and spent fuel management, are

matters we are particularly interested in watching.

On tote electric side, implement ton at the 2005 Energy Policy

Act continues with sotistoctony results tor SRP's wholesale electric

market activities. Under the Act, the Federal Energy Regulatory

Commission established mandatory re mobility standards,

winCh apply to oil users at the electric transmission grid, including

public power entities. SRP hos developed and implemented c

comprehensive compliance program in response to the

new requirements.

New extra-high foliage Transmission, essential Io our region,

has been brought online, and odd tonal lransm'ssion is under

construction and planned and permitted. Our paN of the

United States has been adding Transmission inlrastruciure,

noiwithslanding the failure Io do so in other areas al 'the country.

Attempts to resume retail electric competition in Arizona ore

pending at the Arizona Corporation Commission. It is unclear at

this point if such efforts will proceed.

SRP management is conducting o pilot program outside of our

traditional water service area to determine if o representative

group at electric customers con be helpful in matters such as

location at sub-transmission lines and related facilities. The

program will lost two years.W'th respect to electric introstructure additions, SRP's construction

at Unit 4, o 400-megowott, cool-tired unit to be located at Tucson

Electric Power Company's Sloringerville Station, while challenging

in terms at cost and schedule, is well underway and we ore

optimistic Ia To ti e outcolre. The future at the Mohci re Ceneroting

SRP's electric service terr'tor*y, located substantially in the greater

Phoenix metropolitan area, enjoys healthy growth. Arizona's

economy continues to outperform the rest of the country. Current

4



trends indicate 4.2 percent growth in the coming year. Our ser/ e

territory is t'rst 'n the United States with re_,pect to population

growth among Forger urban areas.

We ho /e been cFoller\ged to keep up with new customer

instolloi on design requests, pdriiculcr y by commercial customers.

Speclcll e{'Forts ore underway to resolve This issue by the end of the

current fiscal yean Growth scenarios ore all positive.

and ate conditioners that help conserve energy usage.

We have enhanced many ext t`ng ser yes, including:

expanded E-notiticaton options that OleN customers by

e mail regarding the status at their account, and

enhancements to our My Account Web site ottering easy to

no ligate, and easy-to read Web pages that allow customers
to view their account formation online.

Our M-Power prepaid program continues to grow with over

55,000 customers paretic paring. Supporting Rh's growth s the

expansion at our pay center machines to a total of 66 across

the Valley.

Fuel prices, port cularly natural gas, the fuel for local generating

plants, remain our most s'gniticant, volatile electricity products

cost. Pricing activity continues 'ro be necessary to maintain SRP's

financial Nell being. Mitgatlon at impacts on customers through

fuel hedging and ethic end use of our rate stabs ization fund, has

worked well. We are considering unique natural gas financing

techniques, to help lower costs to our customers. Eitorts to explore

local natural gas storage opportunity es continue.

Future service options nil be enhanced by the use of "smart"

meters. Currently we have over i 70,000 smart meters installed and

ore aggressively installing about i 00,000 more each year. This

new electronic technology reads the meter remote y and provides

real time usage information to customers online daily.

Our strong environmental commitment continues as well. from

subsidies for solar installations, to leadership in developing

global climate change policy. We belie/e participation in pa icy

dele prent is critical and so have developed an SRP position to

guide our participation. We hale 1olned the Calitorna Climate

Action Registry, believing that knowing what quantities they term as

green house gas emissions occur from our tacilties is

a necessary first step. We are participating in research, and

including awareness at the issue as we plan future generation

resource additions.

This post year we imp ro /ed our customers' perception at SRP

according to results at surveys conducted by J.D. Popover and

Associates. SRP rankings in the JD, Power and Associates' 2006

Residentiol Customer Sotistoction Study Ieod the western region

and we were ranked first in overall customer sotistciction in the

notional study.

Aging vvorktorce challenges ore being addressed. Our efforts ii

the reds of development, motoring, apprenticeship, rotational

and other programs hove positioned SRP to be well prepared. Our

eltorts will position us to effectively mcinoge personnel changes

l'1€C€SSOl'Y to continued success.We recently expanded our renewable portfolio by signing contracts

for additional wind, geothermal and biomass sources, and are

seeking additional renewable resources. In addition, SRP is

examining conservation programs, including energy elticiency and

pricing alternatives.

Fir off y, as is c\wc1ys the case, our workforce deserves full credit for

SRP's successful fiscal year And, without the partnership with SRP's

etecfed offidols, none of Rh s wouldlh<J ve occurred,

SRP's customer service program continues to odd elements our

customers agree ore of value. During the post year we have

ìntroduced new services such as:

surety by credit cord, enabling automatic payment

of monthly electric bills to residential customers credit

cords, and

o cool cash air conditioning rebate program to encourage

resideritiol customers to install high etc ciency heat pumps

Richard H. Silermon
General Morager
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Flip a switch and don't think twice

That's our job

Flip c switch and c light comes on. A screen glows, bringing the world into
your home. Modern appliances make your life easier and more enjoyable. Air
conditioning makes your workplace and living room, well, livable. Life-saving
medical devices stand ready to perform miracles for your loved ones

1 ... .

You con toke reliable, low-cost power for gronfed because we never do

Demand for electricity continues to climb in Central Arizona, pushed upward b

at America's fastest-growing populations acres at new development and

hundreds of power-consuming conveniences that didn't even exist o decode

So it's no surprise that power consumption in our service area is growing ct on

annual clip of about 3.7 percent

Peak Performance

Whom hoppcns when hundreds of

thousands of power-hungry

conditioners click on at the

some instant?

At SRP we create and continuously update o comprehensive pion to keep us ahead

of this steep power curve and to develop the capabilities to meet our customers

needs today and tomorrow

SRP retail customer peck, in megowchs

5.(>6"1

Construction is well under way on the District's Unit 4 at Tucson Electric Power

Company's Springerville Generating Station, which will odd 400 megawatts at

generating capacity when commercial operation begins in 2009. Conventional

cool- ond gos-tired generation complements our increased reliance on sustainable

resources and on unwavering commitment to energy efficiency
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SRP is o notional leader in such customer~service innovations OS IlsmortlI meters

that report daily usage over o two-woy communications network. We hove

smart meters installed than any other Arizono utility; they ensure accurate meter

reads and bills, toke service vehicles oft the rood, and soon will give customers

timely information, tools and flexibility to manage their energy use
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The SRP M~Power" program, the largest prepaid energy program in North

America, shows how information can help customers save energy. Our 55,000

M-Power" customers - including l 1,000 added this year keep on eye on their

electricity use with an indoor display that shows real-time consumption. They

12 percent less energy on overage

Nothing noticeable. That's what SRP

customers learned July 21 . 2006

when the Phoenix temperature hit

searing i 18 degrees its highest point

decode. SRP's retail peck demand

the largest amount al energy

one hour - hit on all-time high without

adversely effecting o single customer

SRP is committed to providing affordable, reliable service to our 920,000 business

and residential customers. We prove it every time they flip o switch

www.srpnel_com/smorfmeler
For more information

www.srpnclcom/fulure I wwv\csrpnef.con1/69kv

SRP uses sophisticated tools to

anticipate demand so we con build or

acquire the copccity to meet customer

needs, which hove been growing

almost 4 percent per yean

SA..T RIVER PR(}JI'CI vow ANNUAL Qhvokn





`l
\

Arizona still counts on SRP to make every I

drop count. _ an
'm \
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4 4 'a-E.* 4_'
u |

Arizonans last lived through c prolonged dry spell back in the early 1900s. Then,

landowners took what proved to be a visionary step to secure a dependable wafer

supply. They started the Salt River Volley Water Users' Association, part of today's SRR
a »

Almost everything hos changed about Arizona over the lost century except this:

the climate is still dry and people still trust SRP to provide low-cost, reliable water

to o thirsty Volley.

Water Wisdom

Now entering its 131h year, the current drought is the longest in our history,

though SRP-sponsored research at the University at Arizona Tree-Ring Lob shows

that 20-yeor or longer droughts were not oil that uncommon in centuries post.

If more than o ccniury of water

management experience hos Bought

us onyihing, il's that water doesn'i

Susi 1011 from the sky in Arizona al

Impost HOT very often,
We still can't make rain fall on demand. So we do the next best thing by efficiently

managing o 13,000-square-mile watershed and c sophisticated system of dams,

reservoirs, canals and underground storage capacity.
Percentage of SRP reservoir system
storage capacity, at fiscal-year end

/.v=..=
The summer monsoons of 2006 provided some relief to our water system by

increasing storage by nearly 100,000 acre-feet. With our reservoirs of 62 percent

of capacity at fiscal-yeor end, we expect to maintain shareholders' allocations at

current levels at least through 2008, even if drought conditions continue.

6222.

1 -_1.,

Technology is helping us improve our water collection, storage and delivery

efficiency. For example, we're using satellite technology Io give us 0 better view at

stream flows on the watershed to help us collect and store more.
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In December, operations began at the New River-Aguo Fria River Underground

Storage Prolect, our second underground water-storage project, and the first

proled of its type in the state to store highly treated reclaimed water. In all, SRP

has banked 400 billion gallons (i .3 million acre-feet) at water since we began

underground storage more than o decode ago.

SRP hos more than o century of experience managing and protecting Arizona's

most precious liquid asset.

We're now entering the l3lh year of

the longest drought since SRP was

loomed 104 years ago. Even so, our

intricotc system of dams, canals,

laterals, wells and underground

storage systems hos done what it's

designed to do -- store wolcr to

sustain us during long dry spells.

Water conscrvotion is on important

factor in the waler management

www. 8rpne°!.Com/w<'l§f.'rbu:lying l

For more iniounnhon:
www.srpnel. ram/drougl nr www.srpne!.con?/ir1keicv<=ls equation,
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Everyone's lumping on the 'green' bandwagon

Welcome aboard
SRP has more than o century of experience managing and protecting Arizona's

precious natural resources. Environmental stewardship isn't lust a slogan for

It's a way of life

Environmental planning essential process for SRP as we bring much needed

new generating capacity online. For example, innovative mercury-copture

technology being installed at the Springerville Unit 4 plant puts us ahead at

anticipated environmental requirements. This and several other teotures will make

Unit 4 one at the cleanest cool-tired plants in Arizona when it goes online in 2009

Pulp Nonfiction

also building our reliance on such sustainable resources as hydro, solar

biomass, geofhermol, idndfill gos and wind. Combined wiib our energy-efficiency

iniiiotiyes, sustainable sources ore onticipoied to provide in percent of our retail

electric energy by 2025

Power doesn't grow on trees, but

waste wood cm forest byproducts

soon generate electricity for SRP

customers

This year we contracted tor 49 megawatts of output tram Southern

Cotitornio geothermal project, worked with customers on o wide range of sol<:ir

power projects old joined o consortium that is lolonning o 250-megowott solar

power plant in the Southwest

Through o variety of programs, SUP gives customers the intormotion, tools and

incentives Io improve energy etliciency. For example, the "Change o Light Pledge

challenges SRP customers To replace incandescent light bulbs with efficient

longer-losting compact fluorescent bulbs. Changing i 00,000 bulbs will save 28

million kilowatt-hours at electricity and almost $3 million in energy costs, and

prevent 44.6 million pounds of greenhouse gos emissions

SRP was first in line to purchase power

from Snowflake White Mountain Power

LLC, which is building o biomass

power plon'r in east-centrol Arizona

As port of our increased empNosis on

susfoinobie power generation, we've

agreed to buy 10 megoworfs from iN

plant beginning next year, increasing

to 20 megowoNs in

With more than 20 years at climate change research under our belts, SRP is well

qualified to loin the global conversation on this important topic. We developed

a set at principles that will be the basis at climate change initiatives linked to

SRP business interests. We also coined the California Climate Action Registry, a

voluntary system tor recording greenhouse gas emissions and tracking reductions

in anticipation at mandatory requirements

Ta king of the environment is nothing new to SUP; it's pop* of evenyihing we do

The Dlcmt will bum wood waste

material from notional forest thinning

activities, rehobilito'rion work in true

Rodeo-Chediski fire Oreo, o neon

paper recycling plant and local

sowmi3ls
wwvwsrpnetcom/energysovings

For more information
www.srpnet.com/cflpledge www.srpnet.com/renewoble
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Strong csmpcmies and sirens communities

go hand-in-hand.

When SRP spends money, time and et"Fort addressing vital community needs, we're

investing in our future and in the future of this dynamic area.

We con succeed only it we attract, retain and motivate the kind at capable cm

innovative employees who have been the source of all we've achieved in the past

104 years. That's why we're passionate about building a reliable talent pipeline

and the resources to help SRP - and Arizona address a growing shortage at

skilled workers.

Twice Blessed

We've always known that there's

somefNing very special oboe SRP

people and their dedication to our

communities. Now the world knowsThis need is especially severe in fields let rely on moth and science skills, including

on increasing percentage al lobs at SRP We support o diverse range al moth

and science education programs, many al which help lechers cecile classroom

experiences the? inspire students to pursue lechnicol careers.

it, too.

Through our Clossroorn Connections program, we hove supported o wide range of

protects at Oreo schools. We hove expanded our work with The Rodel® Charitable

Foundation of Arizona to improve schools in low-income areas by making grants

to exemplary Native American and Hispanic teachers. And, we hove provided

scholarships so in Mesa ieochers con attain "highly qualified" credentials in moth

and science.

SRP received tlwe prestigious Award

for Excellence i i Workplace VolunTeer

Programs from tlle Points of Light

Foundation, o notional organization

tlwot mobilizes volunteers Io solve

socieTy's problems. We loin o hondfLJI

of elite companies swot hove been

recognized twice.

I

SUP provided $4.i million in contributions to Arizona education, health and humor

services, civic, environmental, ons and culture programs. We support hundreds at

organizations, large and small, including the American Red Cross, Society of Si.

Vincent de Poul, Make A Difference and the Lake Powell Senior Association.

SRP employees contributed Si .6 million and, with homilies and friends, spent more

thon 700,000 hours volunteering in the community.

M J'8\!¢» .

Arizona benefits tram SRP's well-evolved safety culture, which we shore through

contractor training, electric safety and water-satety programs. SRP ranks among

the top three publicly owned electric utilities in workplace safety; employees at

three generating stations worked more than l million accident-tree hours and the

Electronic Systems Department drove i million miles without a preventable accident.

I

1

We never forget that this is our community, too.

More tlwon 85 percent of SUP

employees swore their Time and

talents ilmrouglm tlwe SRP VOLUNTEERS

program.

www.srpnet.com/srpsafefy 1

For more information:
www.srpnef.com/clossroom wwwsrpnet.com/vofurvteers
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Managements Financial and Operational Summary

This section explains the general financial condition and results of operations for SRR

SRP includes the Salt River Project Agricultural Improvement and Power District (the

"District"), its subsidiaries, and the Salt River Valley Water Users' Association. The

results of these entities are combined for financial reporting purposes.

Overview of Business

Debt Ratio

50 l"e1

The District owns and operates on electric system which generates, purchases,

transmits and distributes electric power and energy, and provides electric service to

residential, commercial, industrial and agricultural power users in o 2,900-squore-

mile service territory spanning portions at Moricopo, Gila and Pinol counties, plus

mining loads in on cdiocent 2,400-squore-mile Oreo in Gila and Pinol counties.

I 1
I . 1

4/ 9

45.7% I

II

FY 03 04 05 06 07
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The District remains o vertically integrated organization. It is developing additional

generation, transmission and distribution resources to keep pace with load growth.

The District builds and acquires generation resources as needed, as well as makes

short- ond long-term purchases of wholesale power. For example, during the post

fiscal year the District began construction activities associated with the Palo Verde to

Southeast Valley 500 kilovolt transmission line, which will provide additional capacity

to the fast-growing southeastern portion of its service territory. In terms of generation,

the District began construction of a 400-megawatt, coal-fired facility in Springewille.

The new unit is located at Tucson Electric Power's existing Springerville Generating

Station and is scheduled to be operational in late 2009.

Debt Service Coverage Ratio

309

7.47

2.0¢

O7

SRP manages o system of dams and reservoirs, and hos responsibility for the

construction, maintenance and operation of o supply system to deliver row water for

irrigation and municipal treatment purposes. If provides the water supply for on Oreo

of approximately 248,200 acres located within the motor portions of the cities at

Phoenix, Avondole, Glendale, Meso, Tempe, Chandler, Gilbert, Peoria, Scottsdale

and Tolleson. A drought ottccting the 13,000 square-mile watershed managed by

SRP entered its l 3"' year, bringing with it additional challenges in managing the

Volley's water supply.
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The District's subsidiaries include New West Energy Corporation, which supports

the District's energy services activities in Arizona; Papago Pork Center, Inc., which

manages o mixed-use commercial development known as Papago Pork Center

located on land owned by the District adjacent to its administrative offices, and SRP

Captive Risk Solutions, Limited, which is o domestic captive insurer incorporated in

January 2004 to primarily access property/boiler and machinery insurance coverage

under the Federal Terrorism Risk Insurance Act of 2002 tor certified acts of terrorism.

During the course of the fiscal year a fourth subsidiary, Springerville Four, LLC, was

14

9.89
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dissolved with the beginning of construction of o fourth unit ct Springerville

Generating Station.

Results of Operations

SRP's net revenues for the fiscal year ended April 30, 2007, were $367.8million

compared to $415.4 million lot the previous year. Operating revenues were

$2.6 billion for fiscal year 2007, compared to $2.5 billion for fiscal year 2006.

Increased operating revenues were primarily the result of continued growth in

SRP's customer base and the increase in the fuel and purchased power factor

in November 2006. These increases were partially offset by the decrease in

wholesale revenue.

Retail Electric Revenues (SBillion)

?.l

!  9

1.7
I .6

Specifically, total customers increased 3 percent from the previous year with

81 percent at the increase attributed to the residential class. The 2.3 percent

increase in the Fuel and Purchased Power Adjustment Mechanism contributed

$26 million to operating revenues. Limited generation unit availability due to

higher retail loads, coupled with several unplanned outages and lower market

prices resulted in a 9.9 percent decrease in wholesale revenues compared to

prior year.
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In fiscal year 2006, SRP recorded realized gains on the sole of securities of

$97 million. This was o one-time transaction associated with the diversification

of Post-Retirement Medicol and Nucleor Decommissioning funds. These gains

were retained in their respective funds and will remain committed to their

stated purposes.

SRP enjoyed continued growth, with retail
electric rwcrtues up more than 39 percent in
I'Y0/ compared with FY03.

Operating expenses were $2.2 billion for fiscal year 2007, compared with

$2.1 billion tor fiscal year 2006. This change is driven by higher fuel usage,

increased maintenance costs primarily attributed to repairs and maintenance at

Santan Generating Station, and increased depreciation also largely due to the

completion of Units 5 and 6 at Santan Generating Station.

Interest income was $86.8 million for tirol year 2007, compared with

$53.8 million in tirol year 2006. Higher fund balances resulting from

reinvestment at prior gains and strong market performance were the drivers

of the increased interest income.
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Energy Risk Management Program

O&M Dollars

Wctcr
Lr<Jr\smission/

Dlsvibution .I.111.4»1111110

The District's mission to serve its retail customers is the cornerstone of its risk

management approach. The District builds acquires resources to serve retail

customers, not the wholesale market. However, as o summer pecking utility, there

ore times during the year when the District's resources and/or reserves ore in excess

of its retail load, thus giving rise to wholesale activity. The District hos on Energy

Risk Management Program to limit exposure to risks inherent in retail and wholesale

energy business operations by identifying, measuring, reporting and minimizing

exposure to market, credit and operational risks. To meet the goals at the Energy Risk

Monogement Program, the District uses various physical and financial instruments

including forward contracts, futures swaps and options. Certain of these transactions

are accounted for under SFAS No. 133, "Accounting for Derivative Instruments and

Hedging Activities." For o detailed explanation of the effects of SFAS No. T33 on the

District's financial results, see Note 3 in the accompanying notes to the Combined

Financial Statements
Taxes

Purcluusnd Power

Ocncrution

1 1 1 1 1 9 1 1 0 1

O 1411I|
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l)cprc<:io1ion

Admin/Oiher

The Energy Risk Management Program is managed according to o policy approved

by the District's Board of Directors (Boord), and overseen by o Risk Oversight

Committee. The policy covers market, credit and operational risks and includes

portfolio strategies, authorizations, value-at-risk limits, stop loss limits, and duration

limits. The Risk Oversight Committee is composed of senior executives. The District

maintains on Energy Risk Management Department, separate from the energy

marketing area that regularly reports to the Risk Oversight Committee. In addition

the District has established o credit reserve for its activity in wholesale markets. The

District believes that its existing risk management structure is appropriate and that

exposures are adequately covered by existing reserves

'..4:>.u :l':J': 7 I Rx:-I cm' of SR"'s I-YC/ mepuvscs

ul-cz lay 5\.plx:Ile¢l lII¢: uowc- 5yslc'I'| Io provide
cw4-( est, re: iublc C.M"rl<'lly

Electric Pricing

The District hos o diversified customer base. with no single retail customer providing

more than i.3 percent at its operating revenues. The District hos implemented

prolects and programs geared towards enhancing customer loyalty by offering

customers a range of pricing and service options. Moreover, the District is one of the

low price leaders in the Southwest

The District is o summer pecking utility and for many years hos mode on effort to

balance the summer-winter Good relationships through seosonoi price ditterentiols. In

addition, the District prices on o time-of-doy basis for Forge commercial and industrial

customers, residential customers, and certain small commercial users

5»\LT R vile won Ll ?Up)/ .-\\N1.AI k=.p<.>=<I



On Of. 2, 2006, the District Board approved o 2.3 percent fuel and purchased

power price increase, effective Nov. i, 2006. The increase was needed to help

fund on under-collection of approximately $32 million in fuel-reloted costs.

Rate Stabilization Fund
Net Financing Costs ($Millions)

140
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In April 2005, the District transferred $55 million into the Rate Stabilization

Fund (RSF) to be used in concert with the Fuel and Purchosed Power Adjustment

Mechanism (FPPAM) to cover fuel related expenses and to stabilize future prices

related to fuel, as well as for any other purposes required or permitted by the

Board's Supplemental Resolution dated Sept. 10, 200 i , authorizing an Amended

and Restated Resolution Concerning Revenue Bonds, during fiscal years 2006

and 2007. In accordance with Board action taken on March 30, 2006, the

District transferred the $55 million, plus interest earnings back to the General

Fund on May 5, 2006, to help cover under-collected fuel costs, thereby reducing

the need for on upward increase in the FPPAM. In July 2006, the Board approved

an additional $80 million deposit into the RSF for the same purposes and on the

same terms and conditions as the initial deposit except that the authorization was

extended through Fiscal Year 2008. The transfer to the RSF was completed in

September 2006. In March 2007, the Board approved the transfer at the

$80 million and related earnings from the RSF back to the General Fund and the

transfer was completed on May i, 2007.

Net lu~ona.il1g wels hendcd uuwuud with
i'1<:'ccscd inic'csl expenses on bonds as well
as o reduced umnluli/cd 'Nic-us! dcd.:dion wi1:1
Inc w-nplMion of several rooiiol prole<'ls.

Capitol Improvement Program

Capital Expenditures ($Millions)The Capitol Improvement Progrom is driven by the need Io expand the

generation, transmission and distribution systems at the District to meet growing

customer electricity needs and to maintain o satisfactory level of service reliability.
697
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Fiscal Year 2007 capitol spending levels were consistent with management's

expectations. Generation projects, 24 percent at the year's expenditures, included

first year construction spending tor the Springerville Unit 4 power project.
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Expansion of the electrical distribution system to meet new growth and to replace

aging underground cable accounted for 41 percent of Fiscal Yeor 2007 capital

expenditures. Nearly hall at the distribution system spending was tor New

Business projects. The addition at new transmission facilities mode up

14 percent of the year's capitol expenditures. Fiscal Year 2007 transmission

spending included support for the Southeast Valley transmission project.

SUP cxuc-icnccd u 44 pcr4:c1'l i-1¢:n:osc in
cnnilnl sperdmq |-- FYO/ compwec with I'V06.
Nccrly 9? pc1¢.cnl oi 1-lu1 'ncrcosc was for
odditlona clcdric gc'=c'alion, lrcnsmIssnor and
d`slrib\."o-~ resources.
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Combined Balance Sheets

As of Aprl/ 30, 2007 and 2006

Assets 2007 2006
(Tlwusunds)

Utility Plqrll

Plant in service -

Electric

Irrigation

Common

Total plant in service

Less - Accumulated depreciation on plant in service

$ 8,596,738

283,065

472,244

9,352,047

(4,419,51 O)

4,932,537

$ 8,31 1,459

274,029

443,533

9,029,021

(4,166,664)

4,861 ,357

Plant held tor future use

Construction work in progress

Nuclear fuel, net

3,283

51 1 ,580

45,955

5,493,355

3,283

309,674

42,156

5,216,470

Other Property and Investments

Non-utility property and other investments

Segregated funds, net at current portion .

137,837

877,1 71

1 ,015,008

121,313

677,652

798,965

Current Assets

Cash and cash equivalents

Rate Stabilization Fund

Temporary investments .

Current portion of segregated funds

Receivables, net of allowance tor doubtful accounts

Fuel stocks

Materials and supplies

Ottwer current assets

Deferred  Charges and Other Assets

5

495,150

82,273

137,058

83,000

226,456

26,902

106,740

57,524

1 ,215,103

422,266

8,145,732 $

465,947
56,892

152,604
79,010

189,013
28,540
92,543
62,668

1 ,127,217

306,321

7,448,973

The accompanying rvo1e5 me 0/1 .in!egrc1l port of these combined nanci/ sfotements.
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Combined Balance Sheets

As cApri/ 30, 2007 and 2006

Capitolizaiion and Liobiliiies 2007 2006

Long-Term Debi.. $ 3,041 ,408

(Thousands)

15 2,893,017

Accumulated Net Revenues and Other Comprehensive Income. 3,606,896 3,140,862

Total Capitalization. 6,648,304 6,033,879

Current Liabilities

Current portion at long-term debt

Accounts poyclble

Accrued taxes and tax equivalents

Accrued interest .

Customers' deposits

Other current liabilities .

146,148

219,027

75,135

47,646

73,909

159,745

721,610

131 ,346

162,804

72,757

45,407

65,522

217,409

695,245

Deferred Credits and Other Non-Current Liabilities 775,818 719,849

Commitments and Contingencies

(Notes 5, 7, 8, 9, 10 and ll) $ 8,145,732 3 7,448,973

The occompfmyMg moles are an Mfegrol port of these combined ncmcia/ sfafemenls.
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Combined Statements of Net Revenues and Comprehensive Income

For the years ended April 30, 2007 and 2006 2007 2006
(Tl'1oUsonds)

Operating Revenues

Retail electric .

Water

Other .

Tofcll operating revenues

$ 2,054,652

12,893

563,188

2,630,733

$ 1,885,912

12,036

624,022

2,521,970

Operating Expenses

Power purchased .

Fuel used in electric generation..

Other operating expenses

Maintenance

Depreciation and amortization

Taxes and tax equivalents

Total operating expenses

Net operating revenues

475,349

615,961

439,338

236,646

348,643

97,607

2,213,544

4] 7,189

453,549

605,078

461,367

205,193

313,562

100,953

2,139,702

382,268

Othe r Income

86,765Interest income .

Gain on sole of available-for-sole securities

Other income, net

Total other income, net

Net revenues before financing costs

3,459

90,224

507,514

53,807

97,041

8,1 18

158,966

541,234

Financing Costs

Interest on bonds .

Capitalized interest .

Amortization at bond discount/premium and issuance expenses

interest on other obtigotions .

Net tinoncing costs

122,093

(9,T 10)

<6 81 )

32,821

139,623

1 17,069

(1 1,9711

(7,932)

28,668

125,834

Net Revenues 367,790 415,400

Other Comprehensive Income 98,244 10,901

Comprehensive Income $ 466,034 $ 426,301

The accompanying notes are on infegro/ port orlvese combined financial/ sfofements.
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Combined Statements of Cash Flaws

For fIve years ended April 30, 2007 and 2006 2007 2006
(Thous ands )

3 367,790 35 415,400

348,643
(4181 )

(4,809)

313,562
(7,933)

(8,124)

(12,559)

(37,443)

5,144
(147,372)

(6,222)

31,807
15,991
3,288

Cash Flows From Operating Activities

Net revenues .

Adjustments to reconcile net revenues to net cash provided by operating activities:

Depreciation, amortization and accretion .

Amortization of net bond discount/premium and issuance expenses

Gain on sale of capital assets .

Decrease (increase) in:

Fuel stocks and materials 8¢ supplies
Receivables, including unbilled revenues, net .

Other current assets ,

Deterred charges and other assets .

Increase (decrease) in:

Accounts payable

Accrued taxes and tax equivalents .

Accrued interest .

Current liabilities

Deferred credits and other non-current liabilities .

Net cash provided by operating activities .

56,223

2,378

2,239

(49,277)

21 7,602

742,378

(9,197)

3,783

1,407

57,984

9,674

821,420

(650,528)

43,512
(1 ,494,805)

1,290,228

(432,027)

10,731

(1 ,1 71 ,189)

944,203

97,041

(124,361)

(675,602)

Cash Flows From Investing Activities

Additions to utility pint, net .

Proceeds from disposition of assets

Purchases at investments

Sales and maturities at securities .

Transition gain from sale of available-for-sale securities

Net change in temporary investments .

Net cash used tor investing activities

(70,360)

(881 ,945)

Cash Flows From Financing Activities

Proceeds From issuance Qr revenue bonds ,

Repayment al long-term debt, including refundings

Net cash provided by financing activities..

299,963

(131 ,193)

168,770

343,844

(312,144)

31,700

29,203 177,518Net Increase In Cash And Cash Equivalents

Balance AL Beginning Of Year In Cash And Cash Equivalents.. 465,947 288,429

Balance At End Of Year In Cash And Cash Equivalents Tb 495,150 $ 465,947

$ 143,565 $ 132,359
Supplemental Information

Cash paid tor interest (net at capitalized interest).

Non-cash Financing activities:

Loss on bond retirement 3, $ (1,951)

The accompanying notes are on inregra/ port of these combined Monde/ sfclfements

SALT RIVER PROJECT 2007 ANNUAL REPORT 21

I



Notes to Combined Financial Statements
April 30, 2007 and 2006

(1) Basis of Presentation:

The Company- The Solt River Protect Agricultural improvement and Power District (the District) is on ogriculturcil
improvement district organized in 1937 under the lows at the Stote at Arizona. It operates tire Salt River Protect [tote
Protect), o tederol reclamation protect, under contracts witlw tlwe Salt River Volley Water Users' Association (the Association)
by wliiclw it lids assumed tlfre obligations and assets at tote Association, including its obligations to the United Stcrtes at
America tor the core, operation and mointencrnce at tlwe Protect. Tlwe District owns and operates on electric system that
generates, purchases, transmits and distributes electric power and energy, and provides electric service to residential,
commercial, industrial and agricultural power users in o 2,900 sctuore mile service territory in ports at Mciricopo, Gila
and Pinol Counties, plus mine loads in on odtcicent 2,4100 square mile red in Gila and Pinol Counties llwe Associcition,
incorporated under tote lows at tlwe Territory at Arizona in 1903, operates on irrigation system as tote agent at tote District.

I

- The United Sfoies of Amen co rejoins Q pdromouni right or dim in The Protect hoi
onces ham The oriQinol construction and operoiion of cerioin of the l°roie<:T's ale<:iric and vvoier iocihiies as o federal
reciomoiion project. Rights to the possession and use of, and Io oil revenues produced by, These focihiies ore evidenced
by conirociuol orrongemenfs vviih the United Sfofes of America.

Possession and Use of Utility Plant

Principles of Combination - Tlte accompanying combined financial statements reflect tile combined accounts at tile
Association and tire District (together referred to as SUP). lite District's Financial statements are consolidated wit ii its three
wholly-owned taxable subsidiaries: SUP Captive Risl< Solutions, limited (CRS), Rapago Rarl< Center, Inc. (PPC) and New
West Energy Corporation [New West Energy). Also included in tire consolidation is tile district's Former wiiolly-owned
subsidiary, Springerville Four, LLC [Springerville Four) wliicii was dissolved in April 2007. CRS is a domestic captive
insurer incorporated in laniary 20041 primarily to access property/boiler and machinery insurance coverage under the
Federal Terrorism Risk Insurance Act at 2002 lot certified acts at terrorism. RPC is a real estate management company.
New West Energy was used at one time to marl<et, at retail, energy available to tire District rho was surplus to the needs
at its retail customers, and energy that might iiave been rendered surplus in Arizona by retail competition in tire supply at
generation, but is now inactive. Springerville Four was o limited liability company rotor until February i , 2007 field certain
rigiits to construct a tourer unit at Springerville Generating Station. Such rigor ts were assigned to tire District on that date,

and Springerviiie Four was subsequently dissolved in April 2007. Ali material intercompany fransoctions and balances
liclv€ been eliminated.

Under Arizona low, lie District's publicly elected Board al Directors (the Bocird] hos
Elie outlioriiy Te esroblisli electric prices. The District is required To lollovv cerioin public notice and special Bocrrd meeting
procedures before implementing any changes in iN srcindord electric price plans.

Regulation and Pricing Policies -

(2) Significant Accounting Policies:

Basis of Accounting - Tore accompanying combined tinonciol statements ore presented in conformity with accounting
principles generosity accepted in Me United States at America (GAAP) and reflect the pricing policies at the Board. The
DistrictS "regulated" opera sons apply Statement at Fincinciol Accounting Stondords No. 71 , "Accounting tor Me Effects
at Certain Types of Pegulotion" (SFAS No, 71 ), wtwile "non-reguloted" operations tollovv GAAP tor enterprises in general.
Clossiticotion at regulated and non~regulcrted operations is determined in accordance witty applicable GAAP accounting
guidelines.

By virtue at SPP operating o tederot reclamation project under contract, vvitN the tederot governments pre-emptive rights,
asset ownership and certain opprovcil rights, SUP is considered tor tincrnciol reporting purposes to follow accounting
stcrrrdcrrds as set torts by Me Pederol Accounting Stcrndords Advisory Board (FASAB). Entities reporting in crccordonce with
Me standards issued by tore Finonciol Accounting Stctndords Bocrrd (FASB) prior to October 19/ i 999 (tore dote tie
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Notes to Combined Financial Statements
Ap/U 30, 2007 Ono' 2006

American Institute at Certified Public Accountants (AICPA) designated the FASAB as the accounting standard setting
body tor entities under the tederol government) ore permitted to continue to report in accordance with those standards.
Consequently, SUP's tinonoiol statements ore reported in accordance with FASB standards.

The preparation at tinonciol statements in compliance with GAAP requires management to make estimates and assumptions
that ottect the reported amounts in the tinonciol statements and disclosures at contingencies. Actual results could differ tram
the estimates.

.- Utility loni is sioied at The hisloricol cost of construction, less any impoirmeni losses. Co piioiized
construction costs include labor, moieriols, services purciiosed under coniroci, and oilocoiions of indirect charges for
engineering, supervision, ironsporiorion and odminisiroiive expenses and co piiolized interest or on allowance lot funds
used during construction (AFUDC1. AFUDC is ile esiimczied cost of lands used To linonce loni oddifions and is recovered
in prices iirrougii deprecioiion expense over iN useful life of The relied bosser. Tire cost of properly rho is replaced,
removed or abandoned, together with removal costs, less salvage, is ciiorged to occumuloied deprecioiion.

Composite roles of 4.67% and 41.51% were used in liscol veers 2007 and 2006 To colculoie interest on lands used Io
linonce construction work in progress, resulting in $9.1 million and $12.0 million of interest co piiolized, respeciivelv.

Depreciorion expense is computed on iN stroighr-line basis over Me esiimoied useful lives of iN various classes of loni
osseous. iN lollovving Table reilecrs time DistricT's overage depreciation rotes on iii overage cost of depreciable osseous, lot
lie liscol years ended April 30:

Utility Plant

2007 2006
Average electric depreciation rote .
Averoge irrigation depreciation rote
Average common depreciation rate

3.58%

1 .93%

6.35%

3.51 %

2.07%

5.36%

Bond Expense - Bond discount/premium and issuance expenses ore amortized using iN effective interest meiiiod
over iN terms al oNe reified bond issues,

Allowance for Doubtful Accounts - We District hos provided for on c1l1owcmc:e for doubtful accounts of $1 30 million
and $1 27 million as of April 30, 2007 and 2006, resloe<;Tively.

iN District omoriizes the cost of nuclear fuel using iN units-of-production method. iN units~oi~
production meiNod is on omoriizotion method based on ociuol pin/sicol usage. iN nuclei' fuel omoriizoiion and iN
olisposol expense ore components of fuel expense. Accumuioted omoriizoiion of nucleon' fuel of April 30, QOO7 and
2006> was $4082 million and $389.i million, respeciiveiy.

Nucle<;1r Fuel -

Asset Retirement Obligations .- SUP adopted Stotement at Financial Accounting Standards No. 1413, "Accounting tor Asset
Retirement OPligotions" (SFAS No. t43), on Moy t, 2003. SFAS No. MY requires the recognition and measurement
at lioPilities tor legal oPligotions oissocicrted with tie retirement at tongiPle long-lived assets. Under the standard, these
liciPilities ore recognized at tour vcllue as incurred and capitalized as port at tie cost at tote related tangible long-iived
assets. Accretion at tie ti o biiities, due to tie passage at time, is on operating expense and the capitalized cost is
depreciated over the useful lite at the long-iived asset. Retirement obtigotions associated witri long-lived assets included
vvittiin the scope at SFAS No, MY ore otiose tor vvtiicti o begot obligation e><ists under enacted tows, statutes, and written
or oral contracts, including obiigcztions arising under tie doctrine at promissory estoppels.
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Notes to Combined Financial Statements
April 30, 2007 and 2006

The District Nas identified retirement obligations tor the Palo Verde Nucleor Generating Station (PVNGS), Navajo
Generating Station (NGS), Four Corners Generating Station (Four Corners) and certain otter assets, Amounts recorded
under SFAS No. i-43, are subject to various assumptions and determinations, sucti as determining wttetNer an oPtigation
exists to remove assets, estimating tore fair value at tie costs at removal, estimating when Tirol removal will occur, and
determining tie credit-odiusted, risk-tree interest rates to be utilized on discounting future liabilities. Ctianges that may arise
over time vvitti regard to these assumptions and determinations will change amounts recorded in tote future as e><pense tor
asset retirement obligations.

A summary at the asset retirement obligation activity at the District tor the year ended April 30, 2007, is included below
[in millions):

$ 1840
(0.3)

1 1 3

195.0

Bcllance, Moy I , 2006 .

Liclbilities incurred..

Accretion expense..

Bcllclnce, April 30, 2007 . $

In accordance with regulations at the Nuclear Regutotory Commission, tote District maintains o trust tor tote

decommissioning at PVNGS. Decommissioning funds at 96.4 million and $t 72.8 million, stated of market value, as of
Avrit 30, 2007 and 2006, respectively, ore field in the trust and ore clossitied as segregated funds in iN accompanying
Combined Balance Sheets. Unreolized gains on decommissioning fund assets of $t 7.0 million and $5.6 million of Aloril
30, 2007 and 2006, respectively, ore included in deterred credits and other non-current tiobilities in the accompanying
Combined Balance Sheets.

Regulatory Accounting .- The District occounrs for the finoncicil effects of the reguloied portion of its operorions in

accordance vviiN iN provisions of SFAS No. 71 , wriich requires cost-bosed, rote-regulored utilities To reflect the impocis

of reguldrorv decisions in trreir ifinonciol stoiements. Reguloiorv dsseis For spent nuclear Fuel sroroge ore amortized over

iN life of rate nuclear plower. Bond defeasance regulatory dsseis ore gmorrized over different periods, beginning in fiscal

vector 1997 and ending in tirol year 2031 . Reguloiory osseous ore included in deferred cticirges and otter assets on The

accompanying Combined Balance Sheets.

Accounting For Energy Risk Management Activities - The District has on energy risk management program to limit

exposure to risks inherent in normal energy business operations. The goal at the energy risk management program is

to measure and minimize exposure Io market risks, credit risks and operational risks. Specific goals at the energy risk

management program include reducing the impact at market fluctuations on energy commodity prices associated with

customer energy requirements, excess generation and fuel expenses, in addition to meeting customer pricing needs, and

maximizing the value at physical generating assets. The District employs established policies and procedures to meet

the goals at the energy risk management program using various physical and financial instruments, including torvvard

contracts, futures, swaps and options

Certain at these transactions are accounted tor under Statement at Financial Accounting Standards No. t 33, "Accounting

tor Derivative instruments and Hedging Activities," as amended (SFAS No. i 33). Under SFAS No. 133, derivatives

are recorded in the balance sheet as either an asset or liability measured at their lair value. The standard also requires

changes in the fair value at the derivative be recognized each period in current earnings or other comprehensive income

depending on the purpose tor using the derivative and/or its aualit ication, designation and effectiveness as a hedging

transaction. Many at the District's contractual agreements quality tor the normal purchases and sales exception allowed

under SFAS No. l 33 and are not recorded at market value. (For further explanation at the effects at SFAS No. i 33 on

SUP's financial results, see Note (3), Accounting tor Derivative instruments and Hedging Activities.)
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Notes to Combined Financial Statements
Apr# 30/ 2007 and 2006>

The use at contractual arrangements to manage the risks associated vvitN changes in
energy commodity prices creates credit risk exposure resulting tram the possibility of nonperformance by counterparties
pursuant to the terms at their contractual obligations. in addition, volatile energy prices can create significant credit
exposure tram energy market receivables and mark-to-market valuations. iN District Nos o credit policy tor wholesale
counterparties, and continuously monitors credit exposures, routinely assesses the tinanciol strength at its counterparties,
minimizes credit risk by dealing primarily with creditvvortby counterparties, entering into standardized agreements which
altovv netting at exposures to and tram o single counterparty, and by requiring letters at credit, parent guarantees or other
collateral verNen it does not consider the financial strength at a counterparty sufficient.

Concentrations of Credit Risk -

Income Taxes - The District is exempt from tederot and Arizona state income taxes. Accordingly, no provision tor income
to><es hos been recorded tor the District in the accompanying combined tinonciol statements.

The District hos three wholly-ovvned tc1><c1ble subsidiaries: CRS, PPC and New West Energy. The District hod o fourth
wholly-owned subsidiary, Springerviile Four, until its assets were assigned to the District on February T , 2007, and it vvos
tormolly dissolved in April 2007. The to>< eitect of these subsidiaries' operations on the combined tinonciol statements is
immotericil.

Cash Equivalents - The District treats short-term Temporary cash investments with original maturities at three months or less
as cash equivalents, except tor those short-term investments their ore set aside for O specific purpose, such as amounts held
in the Rote Stobihzotion Fund or as port at the segregated funds.

Rate Stabilization Fund - In April 2005, the District tronsterred $55 million into the Rote Stabilization Fund (RSF) to be
used in concert with the Fuel and Rurchosed Power /-\d]ustment Mechanism (FPPAM1 To cover fuel related expenses and to
stabilize future prices related to fuel, as well as lot any other purposes required or permitted by the BoordS Supplemental
Resolution doted September i 0, 200i authorizing on Amended and Restored Resolution Concerning Revenue Bonds
(Bond Resolution), during fiscal years 2006 and 2007. In accordance with Board action token on MoroN 30, 2006,
the District tronsterred the $55 million, plus interest earnings bock to the General Fund on Moy 5, 2006> to help cover
under-collected fuel costs, thereby reducing the need tor on upward ineregse in the FPRAM. In lily 2006, the Boord
approved on additional $80 million deposit into the RSF lot the some purposes and on the some terms and conditions as
the initial deposit except that the authorization was extended through tisccil year 2008. The monster to the RSF vvos
completed in September 200O. In March 2007, the Board approved the monster at the $80 million and related earnings
tram the RSF boca to the General Fund and the monster was completed on Moy i , 2007. [See Note (91, Regulatory
Issues, The Changing Regulatory Environment, for additional inlormotion on the FPPAM.1

Revenue Recognition - The District recognizes revenue when billed and accrues estirnoted revenue tor electricity delivered
To customers their hos not yet been billed. Other operating revenue consists primarily at revenue tram marketing and trading
electricity.

Materials and Supplies, and Fuel Stocks - Materials and supplies ore slated at lower of market or average cost. Fuel
stocks are stated at lower al market or weighted average cost.

Recently Issued Accounting Standards - FASB hos
(SFAS) That may Nave on impact on SRP;

issued the following Stcfemerwls of Financial Accounting Standards

In September 2006, the FASB issued SFAS 157, "Fair Value Measurements." SFAS 157 defines tour vogue, estobhshes
methods tor measuring fair value by opp/ing one at three observable market techniques (market approach, income
approach or cost oipprooch) and e><ponds required disclosures about tour value measurements. The provisions at this
standard ore effective for SUP on Moy i / 2008. SUP is assessing the impact at adopting this standard on its tinonciot
statements.
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Notes to Combined Financial Statements
Apr# 30, 2007 and 2006

Also in September 200O, tie FASB issued SFAS i 58, "Employers' Accounting for Defined Benefit Pension and Other Fost-
Retirement Flans." SFAS i 58 requires on empfover to recognize over funded < under funded status of tie logon, measure
defined benefit logon assets and obfigotions as of tie dote of the employer"s statement of financial position, and disclose
odditionof information in iN footnotes. The provisions of this standard ore effective for fiscof years ending after June i 5,
2007, occordingfv, SRF' will adopt the provisions of this standard on Apr if 30, 2008 and is evofuoting tie impact of
adopting this standard on its finonciof statements.

(3) Accounting for Derivcative Instruments and Hedging Activities:

SUP tallows SFAS No. T 33, as amended, which requires that entities recognize oH derivatives as either assets or lioPilities

in the bcllonce sheet and measure those instruments at tciir voice. Chcinges in the tour value at derivative tingncioi

instruments ore either recognized periodicollv in Mei revenues or crccumuioted Mei revenues (as o component of other

comprehensive income), depending on whether or not the derivative meets specific hedge accounting criteria, The criteria

include O requirement tor hedge effectiveness, which is measured based on the relative changes in tour value between the

derivative contract and the hedged item over time. Changes in iN tciir value resulting tram ineffectiveness ore recognized

immediotelv in net revenues.

The District enters into contracts tor electricity, natural gos and other energy commodities to meet the expected needs at
its retail customers. The District sells excess cdpocitv during periods when it is not needed to meet retoii requirements The
District's energy risk mcincigement program uses various phvsicol and tincincioi contracts to hedge exposures to tluctuoting
commodity prices. The District examines contracts at inception to determine the cippropriote accounting treatment, It o
contract does not meet the derivative criteria, or it it gucihfies tor the SFAS No. i 33 norri purchases and soles scope
exception, the District accounts tor the contract using settlement accounting (costs and revenues ore recorded when
phvsicol deiiverv occurs). Contracts that polity as o derivative but do not meet the SFAS No. i 33 normal purchases and
soles scope exception ore fur thee examined by the District to determine it they qucllitv tor cash How hedge accounting It
o contract does not meet the hedging criteria in SFAS No. i 33, the District recognizes the changes in the tour voice at
the derivative instrument in net revenues each period (mark-to-morket). It the contract does gucilitv tor hedge accounting,
changes in the tour value ore recorded as cossets or lioPilities and as o component of other comprehensive income.

The District tormclilv documents oil relationships between hedging instruments and hedged items, as well as its risk
management objective and strategy tor undertaking various hedge transactions. This process includes lint<ing oil derivatives
to the torecosted tronscictions, The District also tormcillv assesses (both at the hedge's inception and on on ongoing basis)
whether the derivatives used in hedging tronsgctions hove been effective in offsetting changes in cash How at hedged
items and whether those derivatives mov be expected to remain effective in future periods. When it is determined that o
derivative is not (or hos ceased to Pa) effective as o hedge, the District discontinues hedge accounting prospectively, as
discussed below.

Tire District discontinues Nedge accounting when: (ii it determines hoi the derivative is no longer effective in offsetting

changes in cash tlovvs at a Nedged item, (Q) the derivative expires Ar is sold, terminated or exercised, (3) it is no tonger

probable that tie forecasted transaction will occur, or (4) management determines that designating the derivative as a

tiedging instrument is no longer appropriate.

Water tie District discontinues sedge accounting because it is no tonger probable ttiat the forecasted transaction will

occur in tie originally expected period, tire gain or loss on tie derivative is rectassitied into net revenues. It tie derivative

remains outstanding, the District vvili carry the derivative at its fair value in iN Combined Balance Sheets, recognizing

changes in the fair value in currentperiod net revenues.
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Notes to Combined Financial Statements
April' 30, 2007 and 2006

The following tclble summarizes the Districts derivative-reloTed assets and liabiliTies at April 30 (in Tlwousonds):

2007 2006
$ 53 45,901

50,323
(63,937)
(38,976)

Other current assets .

Deferred charges and other assets..

Other current ticlbilities.

Deferred credits and other non-current liabilities

Long-term debt .

Net asset (liability) . 33

40,024

40,813

(18,624)

(9,085)

1 ,855

54/983 8 (6,689)

The etectrtc industry engages In an dctivtty <;dlled "boot<~out,'" under wttich some energy purchases ore netted against
sales, and power does not d<;tudlty How i settlement at the contract. As o result at these trdnsdcttons, the District nets the
impacts at these tindncidlly settled contracts, which reduced revenues and purcttdse power expense by $t 50.4t multi<>n
and $290.5 million tor tis<;dl years 2007 did 2006, resleecttvely, but war ch did not impact net revenues or cdsN trows.

(4) Accumulated Net Revenues and Other Comprehensive Income:

The ollowMg Table summarizes oceumuloted net revenues and other comprehensive Moore (lm thousands):

Accumulated Other Comprehensive Income (Loss)

Accumulated
Net

Revenues

Minimum
pension
Imbiliiy

Unrealized
gem on

ovoilob\efor
sole securities

TOTO I

Accumulated
Net Revenues

and Other
Comprehensive

Income

$ 2,786,926 s

415,400

(1 14,700) 3 42,335 $ (72,365) $ 2,714,561

415,400

41 ,400

$ 3,202,826 $

367,790

41,400

(73,300) 33

24,663

(55,162)

(30,499)

1 1,836 $

41,400

24,663

(55462)

10,901

(61 ,464)

73,300

BALANCE, April 30, 2005

Net Revenues

Other Comprehensive Income

UnrecJIizecI gain on c1voiIc1L>Ie-for-soIe securities .

Reclossiticcltion at realized gain to income

Totc1I Other Comprehensive Income .

BALANCE, ApriI 30, 2006 .

Net Revenues

Other Comprehensive Income ..

BALANCE, ApriI 30, 2007 .. $ 3,570,116 $ $

24,944

36,780 35

98,244

36,780

10,901

8 3,140,862

367,790

98,244

$  3 ,606,896
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(5) Long-Term Debt

Long-term debt consists of the following at April 30 (in thousands)

Interest

4.0 6.0% $ 2,394,926

53

2,448,031

266,3802.25 5.30%

3.6 4.0%

$ 2,213,584

53,099

2,266,683

282,680

475,000

3,024,363

2.25 5.00%

Revenue bonds (mature through 2037)
Unamortized bond (discount) premium

Total revenue bonds outstanding

Finance lease
Commerciai paper

Total long-term debt

Unamortized interest rate swap
Less-current portion

Total long-term debt, net at current portion

3 189.41 1

(1 ,855)

(146,148)

$ 3,041,408

(131,346)

$ 2,893,017

Time <:1 r1nuo| maturities of long-Term debt (excluding commercial paper, unamortized mini-revenue bond occreiien, and
unomoriized bond discount/premium) as of Aloril 30, 2007, due in fiscal years ending April 30, ore us follows (in
Tiiousonds)

Revenue

Bonds

Finance

Lease
16,015

Thereafter

108,480

103,430

777.545

$ 2,388,544 FE

19,950

17.455

1 78,390

266,380

Revenue Bonds - Revenue bonds ore secured by Q pledge at. end a lien on. the revenues at the electric system, alter
deducting operating expenses, as defined in iN bond resolution. Under the terms of the amended and restated bond
resolution, effective in January 2003, the District is no longer required To mal<e monthly deposits Io an e><ternolly trusteed

service fund lot The payment of future principal and interest. However, The District is continuing Io make debt service
deposits to a non trusteed segregated Lund, Included in segregated funds in the accompanying Combined Balance Sheets

$l50,7 million and $14l(>.7 million at debt service related funds as at April 30, 2007 and 2006, respectively

The District has $45.3 million al mini-revenue bonds outstanding, which are redeemable at the option at the bondholder
under certain circumstances. Based on historical redemptions made on these bonds, management believes there
sufficient lands available to cover potential redemptions in any year

The debt service coverage ratio, as defined in the Bond Resolution, is used by bond rating agencies to help evaluate the
financial viability at the District. For the years ended April 30, 2007 and 2006, the debt service coverage ratio was
3.09 and 2.42, respectively

Interest and the amortization at the bond discount premium and issue expense on
rate or 4.9/% over the remaining term at the bonds

vorsous ISSUGS results effective
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Ttie District hos outborizotion to issue additional Electric System Revenue Bonds totaling $i .2 billion principal amount and
Electric System Refunding Revenue Bonds totaling $4.0 billion principot amount.

In September 2005, tie District issued $327.t million Electric System Revenue Bonds, $301 .9 million of the net proceeds
tram ttiese bonds ore being used to fund distribution capitol requirements and $43.7 million at the net proceeds were
used to retire outstanding revenue bonds with on aggregate par amount at 3341 i .O million. Ttie bond retirement is expected
to reduce total debt payments over the lite at the bonds by $5.2 million and is expected to result in present value savings
of oppro><imotely $2.6 million. This transaction resulted in o net loss tor accounting purposes at oppro><imotely $2.0
million, vvtiich vvos deterred and will be amortized over the lite at tie bonds to be refunded.

truly 2006, the District issued on additional $296.0 million Electric System Revenue Bonds. The net proceeds tram these
bonds ore being used to fund distribution capitol requirements.

Finance Lease - in December 2003, the District entered into O lease-purchase agreement (Desert Basin Lease-Purchase
Agreement) with Desert Basin Independent Trust (DBIT) to finance the ocauisition at the Desert Basin Generating Station
(Desert Basin) located in Central Arizona. in a concurrent transaction, $282.7 million in fixed-rate Certificates at
Participation {COPs) were issued pursuant to a Trust Indenture, between Wilmington Trust Company, as trustee, and DBIT
to fund the acquisition at Desert Basin and other electric system assets at the District. Investors in the COPs obtained <
interest in the lease payments mode by the District to DBIT under the Desert Basin Lease-Purchase Agreement. Due to the
nature at the Desert Basin Lease Purchase Agreement, the District has recorded a lease-finance liability to DBIT with the
same terms as the COPs.

In connection with the issuance at the COPs, the District entered into an interest rate swap transaction with Morgan
Stanley Capital Services. This transaction consisted at a O-year, $75.0 million h><ed-to-tloating swap (annual 3525.0
million notional maturities expiring on December t , QOO7 through 2009, respectively) versus the Bond Market Association
(BMA) Municipol index The ti><ed-receiver rate on the swap is 3.00i%. Through the swop, the District was able to create
synthetic variable rate debt and take advantage at the relationship between intermediate-term, tax~e><empt borrowing costs
and BOA-based, ti><ed-receiver swap totes. In addition, the swap to variable rate also enables the District to increase its
short-term, variable rate debt porttotio, The interest rate swap is accounted tor as a derivative. [For further explanation
at the effects at SFAS No. T 33 on the District's tinancioi results see Note (3), Accounting tor Derivative instruments and
Hedging Activities.)

Commerciol Paper - The District hos outstanding $475.0 million at commercial paper consisting at $375.0 million Series
B Cornmerciol Poper Gnd $i00.0 million Series C Commerciol Poper. The issues hove on overage weighted interest rote
to the District at 3.69%

The commercial paper matures not more thon 270 days tram the dote at issuance and is on unsecured obhgotion at the
District, The District hos the ability to retinonce the outstanding commercioi paper on o long-term basis in connection with
its revolving line at credit that supports the commercial paper and is available through December 7, 2009. As such, the
District hos ciossitied the commercial paper as long-term debt in the Combined Bolonce Sheets as at April 30, 2007.

While the revolving credit agreement contains covenants that could prohibit borrowing under certain conditions,
management believes tinoncing would be available. The District hos never borrowed under the agreement and
management does not expect to do so in the future. Alternotive sources at funds to support the commerciot paper program
include existing funds on hand or the issuance or alternative debt, such as revenue bonds.

Line-of-Credit Agreements - Ttie District ties o $4750 million revolving time-ot-credit agreement that supports the $475.0
million commercial paper program. The agreement has various covenants, vvitti vviwich management believes tie District
was in compliance at April 30, QOO7.
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Notes ro Combined Financial Statements
Aprf/ 30/ 2007 and 200(>

(6) Fair Value of Financial Instruments:

The felic>vvinQ methods and essumpfions were used To esfimofe The far volLJe for each Gloss of oMen<;iol instruments
idenfiied n tlwe allowing items in the occomponyimg Combined Bcllonce Sweets.

Investments in MQrketc1ble Securities - Tate District invests tn LJ.S. government obligations, certificates at deposit and other
morketeble investments. SucN investments ore dossitted as other investments, segregated funds, cash and costs equtvolents
or temporary investments In Me accompanying Combined Balance Streets depending on tote purpose and durotton at the
investment. Tate tour value at morketoPle securities witty oriQinol moturtttes greater thon one year is Posed on puPtished
moil<et dote. Tate corrytng amount at morketoPle securities with originot maturities at one year or less approximates their
tour value because at their stiortterm maturities.

Long-Term Debt- TNe fair value at the DistrictS revenue Ponds, including tie current portion, Wes estimated by using
pricing scales tram independent sources. Ttie carrying amount at commercial paper approximates the fair vogue because
at its sNort-term maturity. As at April 30, 2007 and 2006, the carrying amounts were 333.2 million and $3.0 million,
respectively, and time estimated fair values were $3.3 million and $3.1 million, respectively

Other Current Assets and Liclbilities - Use carrying omourmts of receivables occounfs payable, customers' deloosiTs and
offer current liabilities in e occompotwying Combined Bolcmce Sheets approximate fair value because al tlmeir snort-Term
moturites.

Accounting for Debt and Equity Securities - iN District oppiies SFAS No. i i 5, "Accounting tor Certain Investments in
Debt and Equity Securities," in accounting tor its investments in debt and equity securities. The DistrictS investments in debt
securities ore reported at amortized cost it the intent is to hold the security to maturity. The Districts amortized cost and tour
value at held to-mctturity securities vvqs $603.8 million and $604.7 million, respectively, at April 30, 2007 and $484.3
million and $483.0 million, respectively, at Apr ii 30, 200O. Al April 30, 2007, the District's investments in debt securities
hove maturity dotes ranging tram Moy i, 2007, to lonuory i 4, 20141, Other debt and equity securities ore reported
at moil<et, with unrealized gains or losses included as o separate component at accumulated net revenues and other
comprehensive income or deterred credits and other non-current liabilities (See Note [2], Signilicont Account Policies,
Asset Retirement Obligcition, tor discussion on accounting tor the unrealized gains or losses on decommissioning fund
assets.) The District's investments in debt and equity securities ore included in temporary investments, segregated funds and
non-utility property and other investments in the accompanying Combined Balance Sheets.

The amortized cost, gross unrealized gains and losses, and tour value at available-tor-sole debt and moil<etoble equity
securities at April 30, 2007 and 2006 were [in thousondsli

2007

Amoritized
Cost

Gross
Unrealized

Gains

Gross

Unrealized

Losses Fair Value

Equily securities ..

Fixed-income securities

$ 8

Total available-for-sole securities.. $

348,884

234,195

583,079 8

53,992

8,148

62,140 33

$ (6,334)

(1,929)

(8,263l 8

35 396,542

240,414

636,956
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Amoritized

Gross

Unrealized

Losses

Gross

U nreal i zed

Gains Fair Value

Equity securities

Fixed income securities

3% $ 25,373 3

Total available-for-sale securities $

302,932

206.050

508,982 $

(5,135)

(3,001 )

(8,136) Ft) 526,506

At April 30, 2007 and 200O, net unrealized gowns on available~torsole debt and moirketoble equity securities included
accumulated other comprehensive income were $24.9 million and $241.7 million, respectively tor the tisccil

The proceeds tram sole at available-tor~scile securities were $344.4 million and $224.7 million, cm the net realized
Qoins were $28.0 million end $i 13.3 million, at April 30, 2007 and 2006, respectively weighted-overoge cost
basis is applied when computing realized gain or loss on available-torsole securities

The following table presents the current tour value and the ossocicited gross unrealized losses onl on investments in
securities with gross unrealized losses at April 30, 2007 and 200O. The table also discloses whether these securities hove

gross unrealized losses tor less thon twelve months, or tor twelve months or longer

2007 (in thousands) Fair Value

Securities With Gross Unrealized Losses

Less Than 12 Months 12 Months or Greater

Gross Gross

Unrealized Unrealized

Losses Fair Value Losses Fair Value

Total

Gross

Unrealized

Losses

Available-for-sale securities

Equity securities

Fixed income securities

55 37,089 8

117,561

8 154,650 8

5,587 $ (2,116) 5

Total securities with gross unreoiized losses

(4,218) $

(1,929)

(6,147) 33 5,587 35

42,676 Sb

117,561

(2,116) 8 160,237 $

(6,334)

(1 ,929)

(8,263)

Total

2006 (in thousands) Fair Value

Securities With Gross Unrealized Losses

Less Than 12 Months 12 Months or Greater

Gross Gross

Unrealized Unrealized

Losses Fair Value Losses Fair Value

Gross

Unrealized

Losses

Available-for-sale securities

Equity securities

Fixed income securities

56,900 $

96.608

:B 153,508 8

8 (5,135) SB

(3,001)

(8,136) 8

56,900 $

96,608

$ 153,508 s

$ (5,135)

(3,001 )

(8,136)Total securities with gross unrealized losses

Management eyoluotes securities tor other-tNon-temporory impairment on on annual basis considering numerous doctors

cm their reicitiye signiticonce Tories case-by-cose. Factors considered when determining whether impairment is other-thon

temporary include the length at time and e><tent to vvNicN the tour ycilue Nos been less 'Mon cost, the tincrnciol condition and

near-term prospects at the issuer and the Districts intent and obiiity to hold the security in order to allow tor on anticipated
recovery in tour yoitue. It. based upon on at eda at tire above doctors. it is determined kNot the impairment is

other-tNcrn-temporory, the carrying value at tire security is written down to tour ycilue, and o loss is recognized tttrougN

ectrnlngs
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(7) Employee Benefit Plans and Incentive Programs

SRI's Employees' Retirement Pion (the Ryon) covers

substontiolty oil employees. The Ryon is funded entirely tram SRP contributions and the income earned on invested Rlon

assets. The District mode o contribution at $70.0 mil l ion and $600 mil l ion in t isccl l  years 2007 and 2006, respectively

SUP provides o non-contributory defined benefit medical pion tor retired employees and their eligible dependents
(contributory tor employees hired lonuory i r 2000 or toter) and contributory defined benefit he insurance pion tor
retired employees. Employees ore eligible tor coverage it they retire at age 65 or older with at least five years at vested
service under the Ryon (ten years tor those hired lonuory t, 2000 or later), or any time otter attainment at age 55 with
o minimum at ten years at vested service under the Ryon (20 years tor those hired lonuory t, 2000 or later). The funding
policy is discretionary and is based on actuarial determinations. The unrecognized transition obtigotion is being amortized
over 20 years, beginning in T 994

The tollovving tortes outline changes in benefit obligations, pion assets. the funded status at the plans and amounts
included in the combined tinonciol statements as at /\prim 30, based on lonuory ii valuation dotes (in thousands)

Defined Benefit Pension Pion and Other Pos retirement Benefits ....

Pension Benefits Posirei i rement Benefits

$ $1 ,096,700

32

62,000

1 ,017,000

31

57.500

51 0.700

12.000

28.500 25

(24,100)

(37,100)

1,130,800
(34/100)

096,700

(23,500)

(14200)

513.500

45

(13,700)

8

8

14.300
(14,300) (T 3,600)

3

928,900
100,800
70.000

(37,100)

1 ,062,600
(68,200) $

795,300

107,700

60,000

(34,100)

928,900

(167,800) 513 <513,500)

18

183,500

35 (510,700)
21

219,200
16,300

239,200

18,000

89,400 ($300,000) $

3
(258,300)

89,400
(91 ,300)

(1 ,900)

(300,000) (258,300)

Change in benefit obligation
Benefit obligation at beginning at

Service cost

Interest cost

Amendments

Acturial loss

Benefits paid

Benefit obligation at end at
Change in plan assets

Fair value at plan assets at beginning of

Actual return on plan assets

Fmployer contributions

Benefits paid

Fair value at plan assets at end of

Funded status

Unrecognized transition obligation

Unrecognized net actuarial loss

Unrecognized prior service cost

Post January 31 contributions

Net asset (liability) recognized
Amounts recognized in Combined Balance Sheets

Prepaid benefit cost

Additional mlntmum liability

Net additional minimum liability

Accrued benefit liability

Intangible asset

Accumulated other comprehensive Income

Net asset (liability) recognized

18.000

73,300

89,400 33 (300,000) $ (258,300)
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We foliovvMg table outlines The protected benefit obligation and accumulated benefit obligation m excess of Plan assets as
of April 30, based on jcmuory 31 vo\u<3tion dclTes (in Tlwouscnds)

Protected benefit obiigotion
Accumuioted benefit obligation
Fair voice of Plcln cossets

39
$
$

1 ,130,800

966,400

1 ,062,600

33
Tb
8

1 ,096,700

930,800

928,900

The District intemcllly funds its other postretirement benefits obligation. Ar /\prim 30, 2007 cm 2006, $424.7 mil l ion did
$339.5 mitt ion at segregated funds, respectively, were destgndted tor this purpose

The weighted overage dssumptiens used to colcutdte actuarial present vdtues at Penetit obtigdtions at April 30 were ds
tollovvs

Pension Benefits Postretirement Benefits

Discount rate

Rafe of compensation increase

Weighted overage essumpfions used To calculate Mei periodic benefit costs were as follows

Pension Benefits Pos retirement Benefits

Discount rate

Expected return on Plan assets

Rate at compensation increase

For employees who retire at age 65 or younger for measurement purposes, o 9% annual increase before attainment at
age OF and on t t% annual increase on and after oittoinment of age OF in per capita costs of fieoftfi benefits
assumed during 2006, these rites were assumed to decrease uniformly until equofing 5% in off future years

Components of net periodic benefit costs for tie years ended April 30, ore as foffovvs (in tftousonds)

Pension Benefits Pos retirement Benefits

12,000

28.500

(73,300)

57,500

(66,400)

16,000 14

Service cost
Interest cost
Expected return on Plon assets
Amortization at transition obiigotion
Recognized net octuorioi loss
Amortization at prior service cost

Net periodic benefit cost 39,800 39,400 56,900
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Assumed health core COST trend roTes love o significant effect ort file amounts reported for healTh core plans. A one

percenicige-point ciionge in iii assumed he<;1liii <;ore cost Trend roles vv<>uld hove iiwe following effect (iii ihousends)

Percentage
Point

Increase

Percentage

Point

Decr ease

8Effect on total service cost and interest cost components

Effect on postretirement benefit obligation 72 8
(5,700)

(63,300)

The Board hos established on investment policy tor Pron assets and hos delegated oversight at such assets

to O compensation committee (the Committee). The investment policy sets forth the objective at providing tor future pension

benefits by targeting returns consistent with o stated toleron<;e at risk. The investment policy is based on onolvsis at the

characteristics at the Plan sponsors o<;tuoriol doctors, current Plan condition, liquidity needs, and leQol requirements

primorv investment strategies ore diversiticotion at assets, stated asset oltocotion targets and ranges and external

management at Plan assets. The Committee determines the overall target asset oHo<;otion ratio tor the Plon and defines the

target asset olio(:otion ratio deemed most appropriate tor the needs at the F'lon and the risa tolerance at the District

The Pron s weighted-overoge asset allocations at /\prim 30, based on lonuorv IT valuations ore as tolTovvs

Plan Assets -

Target
Allocations

Equity securities

Debt securities

Rest estate

Total 100.0% 100.0% 100.0%

Time investment policy OUOWS or O Tolerance range of pILes or minus 5% from The stored forget asset c1llo<;otion

Long Term Rate of Return - The expected return on Plan assets is based on a review at the Plan asset allocations and

consultations with a third-party investment consultant end the Plan actuary, considering market and economic indicators

historical market returns, correlations and volatility, and recent professional Ar academic research. As history has

demonstrated. markets decline and increase dramatically, however, the expected rate at return an the Plan assets ts

reasonable given its asset allocation in relation to historical and expected future performance

Employer Contributions - Tile District expects to contribute $500 million to tile Pion

Benefits Payments - The District expects to pay benefits in tile amounts as tallows (in thousands)

flue next volLJotion period

113 40.856

2013 through 2017 $ 346,560
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SUP's Employees' 4101 11<1 P|c1 n (111e 4101 (k) Plan) covers 5ubs1(;1nTiolly oil emleloyees. 111e /101 (1<)

Plea receives employee pre-to)< and leosHc1>< contributions and porllol employer molchlng contributions, Emloloyer metdwing

contributions To t11e 401 (1<) Plen were $1 2.3 milliorl and $1 1 .2 million during 1154201 years 2007 and 2006, respecllvely,

Defined Contribution Plan -

Employee Incentive Compensation Program - SUP Nos on incentive compensation program covering substantially oil

regu\or emlo\oyees. The incentive compensation amount is based on achievement at lore~estoblished targets. An ac<;ruol

at $29.2 mi l l ion and $28.6 mi l l ion tor t i rol  years ended Apri l  30, 2007 and 2006, respect ively, is inclLJded in other

current liabilities in the accompanying Combined Balance Sheets. This mobility is stated net at re<:eivobles tram participants

in {jointly»owned electric plants at 351 .5 minion did $2.7 minion at April 30, 2007 and 200©, resloectively.

(8) Interests in Jointly-Owned Electric Utility Plants:

The Drstrtct Nos entered into various agreements attN other electric utrltties tor the joint ownersNrp at elect:tric generating

and transmission toctlittes. EocN porttcrpottng owner in these tociltties must provide tor the cost at its ovvnersNip sNore. The

DistrictS shore at expenses at the }jointly-ovvned ptonts ts in<:ltJded tn operating expenses in the occompom/ing Combined

Statements at Net Revenues.

The tollovvinQ table reflects the DistrictS ovvnershtp interest in tointty-ovvned electric utility plants (

tNousonds)i

I o/- \pr- i l  30,  2007 ( in

Ownership
Share

Ploni in

Service

Accumulated
Depreciation

Construction
Work

In ProgressGeneratingStation

Four Corners (NM) (Units A 8< 5)
Mohave (NV) (Units I 8< 2).
NGS (AZ) (Units I, 2 8< 3).
Hayden (CO) (Unit 2) .
Craig (CO) (Units 1 8< 2)
PVNGS (AZ) (Units I , 2 8<3)

10.00%

20.00%

21 .70%

50.00%

29.00%

1 7.49%

8 $ 3 3,651

$

108,568
131 ,803
356,712
1 17,089
267,900

1 ,261 ,488
2,243,560 $

(95213)
(129,377)
(288,421 )
(90,835)

aw 75,399)
(909,854)

<1 ,689,099) $

3,000
747

2,642
39,957
49,997

Tire Mojave Generating Sioi ion (Mojave) ceased operations on December 31 , 2005, pending insial ioTion of new

environmental <:onirols and resolution of owNer operating issues. (See Note (9), Regulatory Issues, Mohave Generating

Station, for Q discussion of mofiers pertaining To Morose.) There remains appro><imaiely $2.4 million in net loni value at

Moriave for Me svviichyard and transmission line still used to route power Io owNer infer-tied systems.
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(9) Regulatory Issues:

Fundamental Changes in the Electric Utility Industry - The District historically operated in o highly regulated environment
in which it had on obligation to deliver electric service to customers within its service Oreo. In 1998, the Arizona Electric
Power Competition Act (the Act) authorized competition in the retail soles at electric generation, recovery of stranded
costs, and competition in billing, metering and meter reading.

While retail competition was available to oil customers by 200i r there were only o few customers who chose on
oltemotive energy provider. Those customers hove since returned to their incumbent utilities. At this time, there is no active
retail competition within the District's service territory or, to the l<nowledge at the District, within the State at Arizona.
However, during the post year, two retail energy service providers and one meter service provider hove reapplied to the
Arizona Corporation Commission tor authorization to sell energy in Arizona. These cases ore pending, and o hearing on
the first qpplicotion is scheduled lordly 3 i, 2007.

in 199O, the Federol Energy Regulatory Commission (FERC), which regulates the wholesale electric utility industry under
the authority at various statutes, issued Orders 888 and 889 requiring transmitting "public utilities" (as defined in the
Federal Power Act), to provide nondiscriminatory transmission services to entities seeking to effect wholesale power
trqnsoctions, and to grant equal access to intormotion concerning the pricing and availability at ttonsmission services. The
District is not o public utility under the Federal Power Act but historically hos complied with these requirements voluntarily.
The Energy Policy Act at 2005 (the "Energy Policy Act") e><ponded FERC 1 urisdiction by granting FERC discretionary
authority to regulate the non-rote terms and conditions, and to o )easer e><tent, rotes, under which unregulated transmitting
utilities (including the District) provide wholesale transmission services. The Energy Policy Act explicitly prohibits FERC tram
requiring unregulated transmitting utilities to tol<e actions that would violate o private activity bond rule.

On February Io, 2007, FERC issued Order 890, completing o nearly twoyeor effort to revise and update Order 888 on
open access to transmission lines. In Order 890, FERC declined to generically implement the discretionary authority over
unregulated transmitting utilities (including the District). FERC determined the authority would be used on o case-by-cose
basis. The elements at Order 890 that apply to the District, or that the District will voluntarily comply with, include increased
standardization in the calculation at available transmission cqpocity and regional transmission planning processes. The
District does not expect the changes in Order 890 to result in sig niticont adverse impacts on its operations

The Cbcnging Regulatory Environment - Ttie District bas Tully opened its service ciro to competition in generation and
billing, metering and meter reading. Tire District's electric distribution Oreo remains regulated by its Board, and tie District
will not provide distribution services in the distribution cireos at otter utilities.

The District's price plans trove been unbundled since i 999 In Moy 2002, the District implemented o Fuel 8 Purctiosed
Power Adjustment Mecbonism (FPPAM) to allow tor semi-c1 nnuo| rote odiustments to recover increases in actual fuel costs.
Tire District hos bod several increases in the price at fuel and purcbosed power since tie FPPAM was implemented. (See
Note (2), Significant Accounting Policies, Rote Stabilization Fund, tor additional intormotion.) In June 20041, the District
introduced o Transmission Cost Adjustment Factor (TCAF) to recover costs the District would incur if the District were
required to participate in regionot transmission orgonizcitions. To dote, no costs hove been incurred or recovered tiirougb
the TCAF.

On October 2, 2006, tore District Board approved o 28% system overage fuel and purcbosed power increase under
the FPPAM beginning November t r 2006. The increase was needed to address on under-recovery at retail fuel and
purcbosed power expenses. Ttie increase is expected to generate annual revenues at opproximotelv $460 million.
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Ttrrougti o surcticrrge to tie DistrictS transmission and distribution customers, the District recovers tote costs of programs
benefiting the general public, sucti as discounted rotes tor the elderly or impoverished, efficiency programs demand-side
mcincrgement measures renewobte energy programs, economic oleyelopment, reseorctt and development and nuclear
decommissioning, including tote cost of spent Tue! storage. In its October 2005 pricing opprovot, Me Bocrrd approved
odditionot funding tor renewable energy programs, energy efficiency and energy conservation ettectiye beginning
November i / 2005. Tttese surctrorges continue to be separately identified and included in the DistrictS price plans tor tote
regulated portion at its operations

Mohave Generating Station - The District and the other Porticiponts in Mohave entered into Q settlement with the Sierra
Club, The Grand Com/on Trust, and time \lionel Perks Comservciiion Association, ihci required tie insiolloiion of cerioiri

pollution abatement equipment by the end at 2005 to continue operating Mohave coaltired electric generating
facility. (See Note (l l), Contingencies, Air Quality, tor additional information on air quality issues.) tn addition, the initial
term at the agreement with Peabody Western Coal Company (Peabody) to supply coat to Mohave expired at the end at
2005 and the Hopi Tribe demanded that the pumping at water tram the Navajo Aquifer tor the slurry pipeline serving
Mohave cease The Mohave Participants refused to commit to install pollution abatement equipment without reasonable
assurance that water would be available to enable the delivery at coal to the plant. Consequently the plant suspended
operations at the end at 2005

The Mohave Participants, the Navajo Nation, the Hopi Tribe and Peabody have been participating in mediation lot
alternative source at water lot the mine and the slurry pipeline it the lite at Mohave e><tended and to resolve

other related issues. However, Southern California Edison Company (SCE), operating agent tor Mohave, as well as the
other two Participants, the Los Angeles Department at Water and Power and Nevada Power Company, advised the
District in lune 200O that they did not intend to proceed with eltorts to extend the lite at Mohave. The mediation eltorts
continued, but subsequent efforts at SCE to sell the plant coal-tired plant, and the District's efforts to acquire the other
Participants' interests in the plant unsuccessful. The District continues to evaluate its options but is not certain it
and when, o resolution vvoutd be reached that vvoutd ollovv the District to continue ownership in no hove cool-tired
generation source The District hos included funding in its Capitol Improvement Program to cover the costs at alternate
resources and hos already replaced o portion at the energy it would hove received hod no hove continued operations
The District is considering severot options tor reptcicing the balance at the capacity if no hove is not reopened. (See
Note [t t), Contingencies, Cool 5ur>r>tv Litigation, tor o discussion at other related issues.)

During tiseol year 2003, toced with the couple>< and contentious issues involved in the mediation noted above, and
the potentiot closure at the plant at the end at 2005, the Boord authorized the recovery at the balance at the District's
investment in Mohove in its revenue requirements prior to the closure at the plant. Consequently, o write~dovvn at Rh
plant's carrying value at $66.2 million was recorded in tirol year 2003, and on additional $5.2 million and $6.6
million at impairment vvos recorded in tirol years 2005 and 2004, respectively In accordance with accounting
stdndords for rote-reguloted enterprises (SFAS No. it ), o regulatory asset was estobhshed tor $78.0 million, based
the District's e><pectotion that any un recovered book value at the end at 2005 would be recovered in future rotes. Al
April 30, 2007 and 2006, the no hove net regulatory asset vvos $67.6 million and $75.41 million, respectively

included in deterred charges and other assets on accompanying Combined Balance Sheets, The no hove asset is
being recovered over o ten-yeor period which began in tirol year 2006
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Deferred Cttorges and Deferred Credits - Deterred charges arts otter assets consist l©rim<:1rily at tote tollovving at April 30
(in thousands)

67,605

90,818

75,406

Bond defeasance regulatory asset

Mohave Generating Station regulatory asset

Spent nuclear Fuel storage regulatory asset

Derivatives market valuation

Prepaid pension benefit cost

Deferred lease asset

Pension intangible asset

Otlwer

40,813 50,323

$

18,001

49.931

306,321

If events were to occur making full recovery of reese reQul(Jrory osiers no longer probable, rte Disrrrcr would be required To

vvrire Orr rte remarnlng bcllcmce or such assets as o one-Time crrorge to her revenues

Deferred credits and otter noncurrerrt liabilities consist primoriiv o Tove follovvMg or /\prim 30 (iii tlwousonds)

195,005

300,000
35 183,965

258,065

T 7.045

53.059 66,339

38,976

Asset retirement obligcltion

Accrued postretirement benefit iiclbility

Additional pension minimum mobility

Accrued decommissioning costs

Provision For contract losses

Deferred impose income

Derivatives market voiuotion

Accrued spent nuclear Fuel sforoge

Accrued environment i Issues

Other

24

60.625

78.51 1

62.261

(10) Commitments

Improvement Program - The Improvement Program represents time DistrictS Si><-yeor pion tor dior construction projects

and capitol expenditures tor existing Qenerotion, transmission, distribution and irrigation assets. For time 2008-20i 3 time

period, time District estimates capitol expenditures at oppro><imotely $7.0 billion, Motor construction projects include

construction at Unit 4 at Springerville Generating Station, funding tor o new (DOO MW boiseiood Qenerotion resource

continued participation in tote Souttieost Volley Transmission Project and otter key generation, distribution and transmission

projects

Long-Term Power Contracts - The District entered into three contracts, collectively, with the United States Bureau at

Reclamation [United States), the Western Area Power Administration end the Central Arizona Water Conservation District

(CAWCD) tor the long-term sole, through September QOT t / at power energy associated with the United Star tea

entitlement to NGS. The amount at energy oyoiloble to the District Tories onnucrlly and is expected to decline the he

at the contracts. The District pays o ti><ed amount under the contracts, pays the cost at NGS generation and other related

costs, and supplies energy at cost to CAWCD tor Central Arizono Project tocihties. The ti><ed portion of the Districts
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payment obligations under the three contracts totals $417.0 million annually through fiscal year 201 1, and $19.6 million
thereafter. Of the rial obligation, $25.2 million annually through fiscal year 201 1 and $10.5 million thereafter ore
unconditionally payable regardless at the availability at power. Payments under these contracts totaled $94.41 million and
$91 .5 million in fiscal years 2007 and 2006, respectively.

The District entered into two other long-term power purchase agreements To obtain a portion at its projected load
requirements through 201 1 and Nag an agreement in place lot the extension at one at the agreements through May
20lO. Minimum payments under these contracts are $38.0 million annually through fiscal year 2011 and $1 .9 million
thereafter. Total payments under these two contracts, including the minimum payments, were $71 .0 million and $68.4
million in tirol years 2007 and 2006, respectively. in conlunction with the impairment analysis performed on generation-
related operations, the District has recorded provisions lot losses on these contracts. The provisions recorded in August
1998, at $163.7 million, are being amortized over the lite at the contracts, commencing laniary 1, 1999. Amortization
al $1 3.3 million has been reflected as a reduction in purchased power expense in fiscal years 2007 and 200O. The
remaining liability at April 30, 2007 at $53.0 million is included in deterred credits and other non-current liabilities in the
Combined Balance Sheets.

In addition, beginning on September 1, 2006, the District has 100 MW at capacity tram Springerville Generating Station
Unit 3, pursuant to a 30-year power purchase agreement. Minimum payments under this contract are $26.1 million
annually through fiscal year 201 2 and $6778 million thereafter. Total payments on this contract during the year ended
April 30, 2007 were $23.8 million, including minimum payments.

Fuel Supply - At April 30, 2DD7, minimum payments under long-term cool supply contract commitments ore estimated to
be $i69.1 mill ion M tirol year 2008, $169.1 mill ion in l iscol year 2009, $109.i mil l ion in tirol year 2Di 0, $170.1
million M tirol year 20t i, 351 15.O million in liscol year 20i 2 and $4206 million tNereolter.

In Moy 2006, the District sold O natural gos pipeline To EI Peso Noturcii Gos Company (EPNG1. The District maintains
options to purcltose on ownership interest in the pipeline end also holds o perpetual right at first retuscil with EPNG it
EPNG desires to sell tlwe pipeline Accordingly, the District recorded o deterred asset and on offsetting deterred income
amount in the accounting records. The deterred asset will be depreciated and the deterred income recognized over the
lite at tote Son ton Generating Station, vvliich is iN Qenerciting station served by the pipeline Tate April 30, 2DO7 balances
al the deterred asset and deterred income ore $32.6 million and $32.4 million, respectively, and included in deterred
cliorges and otter assets, and deterred credits and other non~current liabilities, respectively, in the Combined
Balance Sheets.

5pringerville Generating Station - in 200i tie District entered into on agreement witty UniSource Energy Development
Company (UniSource) tor tote joint development at two additional coat-tired generating units [Units 3 and 4),
approximately 400 MW eactt in size, to be located at the existing Springerville (Arizono) Generating Station. Under an
amendment to tie agreement, dated October 20, 2003, tie District entered into a 30~year power purchase agreement
(tie PPA) to purctiose too MW at capacity tram Unit 3, wtiicti was developed by Tri-State Generation and Transmission
Association, Inc. Unit 3 was peaced in service in September 2000, beginning tie 30-yeor term at the PPA. In addition, tie
District received Me right to construct tie tourtti unit [Unit it) at any time during the term at tote PPA The District originally
field sucti rights in a wtiollyowned subsidiary, Springerville Four, but sucti rights were assigned to the District on February
t , 2007. Ttie District ties begun construction at Unit 4 and e><pects it to be in service by tie end at calendar year 2009.
As at April 30, 2007, tie District bas recognized 331 28.0 million at construction costs wttich are included in construction
wort in progress in tie Combined Balance Sheets. Ttie Springervitle 41 Protect is anticipated to cost appro><imately
$790.5 million, UniSource's affiliate, Tucson Electric Power Company, operates Units i , 2 and 3 and will operate Unit 4
upon completion.
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(11) Contingencies:

Nuclear Insurance -. Under existing law, public liability claims arising tram o single nuclear incident ore limited To $i 0.8
billion, PVNGS Participants insure tor this potential liability through commercial insurance carriers Io the maximum amount
available ($300.0 million] with the balance covered by on industry~wide retrospective assessment program as required
by the Price-Anderson Act. It losses at any nuclear power plant exceed available commercial insurance, the District could
be assessed retrospective premium adjustments. The ma><imum assessment per reactor per nuclear incident under the
retrospective program is $1006 million including a 5% surcharge, apphcabte in certain circumstances, but not more than
$15.0 million per reactor may be charged in any one year tor each incident.

Based on the DistrictS ownership share at PVNGS, the maximum potential assessment would be $52.8 million, including
the 5% surcharge, but would be limited to $7.9 million per incident in any one year.

Spent Nuclear Fuel - Under tote Nuclear Waste Policy Act at 1982, tlwe District pays $0.001 per 1<Wh on its share at
net energy generation et PVNOS to tlwe U.S. Department at Energy (DOE), lite DOE was responsible tor tote selection
and development at a repository tor permanent storage and disposal at spent nuclear fuel not later titan December 3 1 r
1998. However, tote DOE has announced tltat it will delay submitting an application to construct a permit repository at
Yucca Mountain until 2008. A decision on licensing is not expected until at least 2010 and tltte facility is unlikely to open
until at 1eost 201 7. Because at the significant delays in tote DOE's schedule, it cannot be determined wooten tote DOE will
accept waste tram PVNOS or loom the other owners at spent nuclear fuel. Ir is unlikely, due to PVNOS' position in DOE's
queue tor receiving spent fuel, that Arizona Public Service Company (ANS), the operating agent at PVNOS, will be able to
initiate slripments to DOE during tote licensed lite al PVNOS. Accordingly, ANS leas constructed an on~site dry cask storage
facility to receive and store PVNOS spent fuel, Tlte facility stored its list cast in March 2003. Fifty-tltree casl<s are now
stored on site.

The Districts ANdre at onsite interim storage at PVNGS is estimcmted to be $35.1 million tor costs to store spent nucleclr
fuel tram inception at tote plclnt through tiscdl year-end QOO7, and $2.8 million pet yeoi- going torword. Ttiese costs hove
been included in iN Districts regulclted operations price plans tot transmission and distribution

Cool Supply Litigation - Novo/o Notion v. Peabody (LJ.S. Dist. Court, DC. District] - In lune T 999 the Ncivoio Notion
tiled o lawsuit in the United States District Court in Washington DC. [the "US District Court"), alleging that Peabody [the
cool supplier tor NGS), Southern Ccititornio Edison Company (operating cogent tor Mohcive), the District (operating agent
tor NGS) and certain individual detendonts, induced the United Stores to breach its tiducicrry duty to the Novoio Notion,
and violated tederol racketeering statutes. The lawsuit arises out at negotiations culminating in i 987 with amendments
to the cool leases and related agreements. The suit olteges $600.0 million in limoges. The plointitts otso seek treble
damages against the detendonts, measured by any amounts sworded under the racketeering statutes. In addition, the
plciintitts claim punitive damages at not less than 513 i .0 billion. In March 200i , the Hopi Tribe intervened in the suit. The
claims at both the Novoio Notion and the Hopi Tribe were dismissed in their entirety with respect to the District, but the
dismissal is appealable.

On February 9, 2005, the LJ.S. District Court granted o motion to stay the litigation unfit further order at the court while
the parties were in mediation with respect to this litigation and related business issues. On lune T , 2007, the parties
jointly tiled cl status report in the District Court, noting that at the suggestion at the mediator, they intend to continue to
engage in further medication tor the purpose at e><ploring whether alternative development proposals could provide o basis
tor resolving this lawsuit and related issues. Another status report must be tiled with the District Court by October 7, 2007.
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Navajo Nation v United States (Court at Federal Claims) - Previously, the Navajo Nation had tiled o suit against the
United States Government based on similar allegations. The lawsuit was dismissed, but on appeal, it was reinstated and
the Court at Appeals, in August 2001 , held that the United States had breached its fiduciary duty under certain specific
statutes to the Navalo Notion, and that o claim tor damages was wiihm the jurisdiction at the Court at Federal Claims, tn
March 2003, the United States Supreme Court, reversed the decision at the Court at Appeals and remanded the
further proceedings consistent with its opinion Instead at dismissing the the Court at Appeals remanded the pose to
the Court at Federal Claims and ordered that court to determine whether other statutes and regulations impose enforceable
fiduciary duties the United States in connection with Peabodys leases and. if whether the United States breached
such duties. Following remand, the Court at Federal Claims again dismissed the case in its entirety. that decision is now

appeal to the United States Court at Appeals tor the Federal Circuit

Peabody legal Fees Cases - Peabody claims it is entitled to reimbursement under both the NGS Coal Supply Agreement
and the Mohave Coal Supply Agreement tor its costs associated with the defense at the challenges by the Novalo Notion
and Hopi Tribe to these coal leases (see above matters). Peabody has tiled two separate lawsuits against the NGS and
Mohave Participants, respectively, seeking recovery at these tees. The Mohave and NGS Participants dispute Peabody s
attempt to recover its legal costs under the coal leases

As tor the Mohave tees, the District has been dismissed tram the litigation and awarded its attorney's tees. On appeal
however, the case was remanded to determine whether the District should remain in the lawsuit

The Mojave Porticiponts and Peabody executed a settlement agreement pursuant to wbicN Peabody granted the Mojave
Participants a waiver tor tees incurred prior to lanuary 2000. However, as described above. the lawsuit tor tees orlslng
otter December 2005 continues

In the NGS legal tees Peabodys claims against the NGS Participants were dismissed. Peabody appealed this
ruling. On appeal, the trial court's dismissal at the case was ahtirmed by the Arizona Court at Appeals and review
been denied by the Arizona Supreme Court

Peabody v. SPP (the Sr Louis Case] - Peabody has also filed suit in Si. Louis, Missouri against the District and the other
owners of NGS asserting claims against both the Participants and the District relating to liability issues associated with
the Navolo Nation Lawsuit, alleged breach at the NGS Coal Supply Agreement, breach at indemnity obligations owed
to Peabody as the alleged agent at the NGS Participants, and claims at tortuous interference with contracts and tortuous
interference with business e><pectancies against the District. The claim seeks $500.0 million and unspecified compensatory
damages, prejudgment interest, attorneys' tees and costs

District v Peabody - The NGS Participants are contesting their alleged liability tor closing, final reclamation
decommissioning and environmental monitoring costs, and certain post retirement health and lite insurance benefits
that Peabody will pay or provide to its employees otter termination at the NGS Coal Supply Agreement and associated
closure at the Kayenta Mine. Neither the District's responsibility nor the ultimate amount at liability, it any, can be
determined at this time. The District has determined there is a range at possible outcomes and has recorded losses at the
lower end at the range Additional exposure to the District could occur it the outcome is in the higher end at the range

The District is unable to predict the Lil<ely outcome al the coal supply litigation matters at this time but does not believe that
the final resolution at these matters will have material adverse effects on its operations or financial condition

Environmentcll - SRP is subject to numerous legislative, odministrqtive and regulatory requirements remotive To air quality
voter quality, Nozordous waste disposal and other environmental matters. SUP conducts ongoing environmental reviews at
its properties tor lioncel and to identity tttose properties it believes may require remediation. Such requirements Nave
resulted, and will continue to result, in increased costs associated vvitN the operation at existing properties
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In September 2003, the District received notice tram the U.S. Environmental Protection Agency (EPA) that it is potentioTlv
liable under the Comprehensive Environmental Response, Compensation and Liability Act as on owner and operator at

tctcilitv (the Toth Sr. tocihty) within the Motorola 52nd Street Superfund Site. The District mov be Ticlble tor post costs
incurred and tor tLJture work to be conducted within the Superfund Site. Investigation and evolucrtion at this potential
Ticrbihty ore in the preliminary stages, but initio soil vapor investigations indicate some contamination on site. Further soil
and groundwater investigations will tc1l<e ptoce during 2007. The District is unable at this time to predict the outcome, but
believes that it hos adequate reserves tor this potentioi Tiobilitv

The EPA is continuing its ncrtionol enforcement initiative under the New Source Review (NSR) provisions at the Clecrn Air
Act (CAA). This initiative is focused on determining whether companies tcriied to disclose molar repairs or crlterotions
to tocilities that. in the opinion at the EPA, would hove required the installation at new pollution control equipment. The
District hos been contacted by the EPA as port at this initiative and negotiations ore ongoing The District anticipates o
sotistoctorv resolution that would include new emissions Tim its and installation at new pollution control technology at COS

Several species listed as "endangered" or "threatened" under the Endangered Species Act [ESA] have been discovered
and around Roosevelt and Horseshoe Dams. As provided in the ESA, the District entered into tor mol consultation with

the United States Fish and Wildlife Service (USFWS), and developed o Habitat Conservcr son Plan [Plan), which oITows
tuft operation at Roosevelt Dom and Reservoir, provided the District established hobitoits tor the species in other areas or
through other measures. The District is engaged in similar consultations with the USFWS to obtain o permit tor operation at
the Horseshoe and Bartlett Dcrms on the Verde River. The USFWS issued o permit tor operation at RooseveTt Dom in 2003
and the District crnticipotes receiving o permit tor operations on the Verde River by March 2008

Air Quality - in December 1999, the participants in no hove Generoting Station settled o lawsuit alleging numerous
cm continuing violations at opcicih/ cm sulfur dioxide stcindords. Under the terms at the settlement, the porticipcints

required To install Pylonuorv i, 2006, d sulfur dioxide scrubber and other pollution control equipment. Motor
lent moditieotions, including emissions controls, ore required tor continued operation as o cool-tired plant. Ccipitol

costs were estimated at $1 billion, of which the District's shore would be $21 i.3 million. These costs were included
capitol contingencies portion at the Q007-20i 2 Improvement Program. However, ds discussed in Note 191 Regulatory
Issues, Mohqve Generating Station, the uncertointv in post~2OD5 cool and water supply caused the no hove Porticiponts
to be unwilling to mcil<e the necessary investments and funding was removed tram the District's 2008-201 3 Improvement
Program

Electric utilities ore subject to continuing environmental regulation. Federol, state and local standards and procedures that
regulate the environmental impoict at electric utilities ore sublect to change. These changes mov arise tram continuing
legislative, regulotorv and iudiciol action regarding such stondqrds and procedures, Consequently there is no assurance
that tocilities owned by the District will remain sublect to the regulations currently in effect, will olwovs be lioncel
with future regulations, or will cilwoys be cable to oPtoin oil required operating permits. An inability to comply with
environmental standards could result in odditionoil capitol expenditures to comply, reduced operating levels, or the

fete shutdown at individual electric generating units not in compliance. Although the prospect tor Cleon Air
Act legislation in 2007 is result at the legislative and regulatory initiatives, the District is planning emission
reductions at its cociltired power plants

The EPA issued Tirol regutotions tor the control at mercury emissions tram cool-tired generating stations in Moy 2005
Arizona hos opted into tote tederol mercury program and imposed additional mercury emissions limitations vvttich yvill
require the District to install odditionot controls at CGS and Springeryille Unit Lt to achieve 90% mercury remoyol
In addition, the District is participating in EPA development at Cr rule to regulate mercury emissions on the Noyoio
Reservation, where tie District owns on interest in two generation stations, NGS and Four Corners, and ddditionoi
controls ore highly lit<ely at both plants. The District is still evaluating compliance options and cannot yet estimate the
associated costs
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lnlune 2005, the EPA also issued lino amendments to itsluly 1999 regional haze rule. These amendments apply to the
provisions at the regional haze rule that require emissions controls known as Best Available Retrofit Technology (BART) lot
cool-tired power plants and other industrial localities that emit air pollutants that reduce visibility. The amendments include
lino guidelines tor sicites Io use in determining which localities must install controls and the types al controls that tocilities
must use. States must complete the BART determinations lot eligible tocilities by the end at 2007. BART controls must be
installed five years otter the EPA approves o stclte's BART determination. The District hos tinonciol interests in several cool-
tired power plants that may be sublect to the new BART requirements,

The District recognizes the growing importance at the issues concerning climate change [global worming) and the
implications they could hove on its operations, so it is closely monitoring related developments at the tederol, state and
regional levels. Federal legislation hos been proposed which would, among other things, cop or lox emissions at carbon
dioxide tram fossil fuel power plants. There hove also been several regional initiatives aimed at curbing greenhouse gos
emissions. The District is assessing the risa at these policy initiatives on its generation assets and is developing contingency
plans to comply with future lows and regulations restricting greenhouse gos emissions. There is no way to predict the
impact at such initiatives on the District at this time.

The Cctlitornio legislature hos enacted lows that could impact the District. Under one such low, the Colilornio Public
Utilities Commission and the Colilornio Energy Commission must implement regulations that, among other things, prohibit
procurement at electricity loom o cool-tired power plaint lot five years or longer and restrict investments in cool-lired plants.
The Los Angeles Deportment al Water and Power (LADWP), one at the participants in NGS, and SHE, o participant in
Four Corners Units 41 and 5, ore subject to the regulations and may be precluded tram approving certain expenditures at
the plants, including capitol improvements. The regulations except expenditures lot "routine maintenance", however, no
definition is provided. Another of the recent lows could impact the District's ability to sell excess generation into Colilornio.
ll this law and its implementing regulations mean that no purchaser at energy in Colilornio could purchase energy
generated by o cool-tired plant, the District could lose Colitomio as o moil<et tor its wholesale generation, however,
the District hos other options lot moil<eting its wholesale generation. The District is monitoring and participating in the
development at these regulations to determine the Tull extent al their impact on the District and the plants in which it hos on
interest. There is no way to predict the impact at this low on the District at this time.

Nofurol Gas Supply - The District had O conirdct with EI Pose Nc1iur<:1l Gds Company For the irdnsporiciiion of ndturdi gas

on o full-requirements basis. FERC conveNed The Full requirements conirocr to CI contract vvirh monihiy limits. A Phoenix Oreo

shipper whose Full-requiremenis conirczci was disk convened, asked FERC to re<:1lio<;c1re irdnsporicmiion costs dong Ali of

the Phoenix red shippers. FERC denied This request. The shipper then Filed <21 peiiiion For rehearing vviih FERC which is stilt

pending. If the shipper is so(:cessful, The approximate impdci Io The District c;ould be ds much ds $20 million.

Voiuntory Contributions in Lieu of Toxes - Tire Arizono Deportment at Revenue (ADOR] cbollenged the District's e><clusion
of contributions in old of construction (CIAC) in colcuioting tie total value at District property for purposes of computing
voiuntory contributions in lieu of to><es [in-lieu contributions) paid by the District. While tire District obtained o tovorobie
ruling tram tire Arizono Stote Boord at Equoiizotion, tire Arizono To>< Court subsequently rendered o tovorobie decision
to the ADOR on oppeoi. The District oppeoied the decision at the Arizono To>< Court to Me Arizono Court at Appeois.
Ttie Court at Appeois ruled in the District's tovor on lonuory i 9, 2006. Tire ADOR then tiled o petition tor review at ttiis
decision wit ii the Arizonct Supreme Court, wiiicii was denied. Ar issue iiod been the District's mobility tor opproximoteiy
$i 88 million plus interest tor tiscoi years 2003 (tour months), 20041 [i 2 months), and 2005 [eight months). In fiscoi year
2007, the District recognized $i 5.5 million at income due to tire reversal at previously recorded reserves resulting in time
reduction at otter operating expenses in the accompanying combined tinoncioi statements as at April 30. For coiendor
years 2005 and torword, iegisiotion vvos passed tiiot codifies tire exclusion at CIAC tram Me inlier contributions formuio.
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FERC proceedings ore addressing various aspects at the Cohtornio energy
market "crisis" at 2000 through 2001 . Several at these proceedings involve potential refunds. Because the District bought
tram and sold power to the Colitornio energy Mori<et, the District hos been drown into many at the proceedings. However,
the District was o net buyer in the Cohtornio rnorket during the time periods being scrutinized, and believes it is entitled
to refunds it any ore ordered and hos received oppro><imotely $20.5 million in refunds to dote. in June 2007, FERC
approved on additional $1 .7 million refund which the District e><pects to receive inluiy or August 2007.

California Energy Market Issues - Numerous

Indian Matters - From time to time, SUP is involved in litigation cm disputes vvitii various india tribes on issues
concerning reguiotory iurisdietion, royoity payments, taxes and water rights, among others (see Coai Suppiy Litigation and
Air ®uality above). Resolution at ttiese matters may result in increased operating expenses.

Water Rights - The District and the Association ore parties to o state water rights odludicotion proceeding encompassing

the entire Gila River System [the Gila River Adiudicotion), This proceeding is pending in the Superior Court tor the State

at Arizona, Moricopo County, and will eventuoIIy result in the determination at oIl conflicting rights to water Iron the Gila

River and its tributaries, including the Salt and Verde Rivers. The District and the Association ore unable to predict the

ultimate outcome at this proceeding.

The United States, on behctlt at the Gila River Indian Communism/ (GRI Community), Filed o Snowsuit in 1982 in the FederoI

District Court, District at Arizono, to protect the water right claims at the GRI Communth/. The Association is among the

many detendonts named in this Snowsuit The Snowsuit claims that the detendonts' use at surtoce water and groundwater

violates the GRI Community's rights to water in certain specified areas, and requests o decree specifying the GRI

Community's rights, injunctive relief to stop the oIIeged iIIegdI use at water by the detendonts, and damages tor increased

costs to the GRI Community tram, among other things, having to deepen its wells. This Snowsuit hos been stayed pending

the outcome at the Gilo River Adiudicotion

In 2004, the LIS. Congress enacted the Arizona Water Rights Settlement Act at 2004, which, when tulip implemented,

will resolve the claims at the GRI Community listed above as well as many at the claims in the Gilo River Adiudicotion

However, there ore many conditions precedent to the tuII effectiveness and entorceoloility at the act and its associated

agreements.

In 1978, o water rights odiudicotion was initiated in the Apcrche County Superior Court with regard to the little Colorado

River System. The District hos Filed its claim to water rights in this proceeding, which includes o claim tor groundwater

being used in the operation at CGS. The District is unable to predict the ultimate outcome at this proceeding, but believes

on adequate water supply tor CGS will remain oyoiiloble.

Other Litigation - In the normal course at business, SUP is exposed to various litigations or is o detendont in various
litigation matters. In managements opinion, the ultimate resolution at ttiese motets will not trove o material adverse effect
on SUP's tinonciol position or results at operations,

Self-Insurcince - iN District maintains various self-insuronce retentions tor certain cosuoltv and property exposures. In
addition, the District Nos insurance coverage tor amounts in e><cess at its self-insuronce retention revels. The District provides
reserves based on managements best estimate at claims, including incurred but not reported claims. In managements
opinion, the reserves established tor these claims ore adequate and any conges will not Nave o material adverse effect
on the District's tinonciol position or results at operations.
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Report of Independent Auditors

To the Board of Directors of true
Salt River Prolecr AQriculturol Improvement
and Povver District and
the Board of Governors of ttwe
Salt River Volley Water Users' Associoriom

In our opinion, the accompanying combined balance sNeers and iN relored combined srofemenrs of ref
revenues end comprehensive income (loss), and posh Hows present foirlv, in oil material respects, The
finonciof position of Soil River Proiecr Agriculrurol Improvement and Power District and its subsidiaries
and iN Soli River Volley Wooer Users' Associotion (collectively, "SUP") or April 30, 2007 and 2006,
and the resuirs of Meir operoiions and rtteir cost Hows for iN years rtien ended in conformity wire

occurring principles generollv occepied in The United Srotes at America. Triese financial sroremenrs ore
oNe responsibility or SUP's monogemenr. Our responsibility is Io express on opinion on These fanon<:iol
storemenrs based on our oudirs. We conducted our oudirs of free srorements in accordance vvirN oudiring
siondords Qenerolly occepred in iN United Sroies of America. Those srondords require kNot we pion
and perform iN audit ro obroin reasonable assurance obour whether iN rinonciol srotemenis ore free at
morerioi missroremenr. An oudii includes examining, on o rest basis, evidence supporting iN omounrs and
disclosures in the financial siorements, assessing iN occurring principles used and significoni esiimores
mode by monogemenr, and evoluoring oNe overall rinonciol sroiemenr presenrorion. We believe rttof our
oudirs provide o reasonable basis for our opinion.

Pricewc1TerhoLJseCooloers LLP
400 Campus Drive
p.o. Box 988
Flor hon Pork, Na, 07932
lune 15, 2007
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Corporate Officers Corporate Headquarters

John M. Williams Jr.
President

David Rousseau

Street address

SRP

1521 N. Project Drive

Tempe, Arizona 85281 -1298Vice President

Terrill A. Lon of
Sec reno Ry

Steven J. Hulet

Mailing address

SRP

PO. Box 52025

Phoenix. AZ 85072-2025
Treasurer

Executive Management

Richard H. Silverman

Financial Inquiries
Dean Yee, Manager, SRP Financial Services
(602) 2366231

General Manager

David G. Areghini
Associate General Monuger

Power, Construction 8< Engineering Services

Requests for Annual Reports

For additional copies at this report, or SRP quarterly

reports, coll SRP at (602) 236-2598.

Mark B. Bonsoll
Associate General Manager

Commercial 8< Customer Services
Changes to Mailing List
For corrections or other changes to the mailing list for
this report, coll SRP at (602) 236-2564.D. Michael Rappopori

Associate Genaro Manager
Public 8¢ Communlco'tlons Services

John F. Sullivan

Bondholder Information
For clll bond informoiion, call the SRP Treasury
Deportment of (602) 236-2222.Associate General Manager

Water Group

L.J. U'Ren*
www.srpnef.com

Associate General Manager
Operafons, Information 8< Human Resources Services

Jane D. Alfonso
Corporate Counsel

Richard M. Hayslip
Assistant General Manager

Environmental Land, Risk Management 8< Telecom Re I
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Five-year Operational and Statistical Review

Financial Data ($000) 2007 2006 2005 2004 2003

Total operating revenues

Retail electric revenues

$2,630,733

2,054,652

12,893

563/188

2,213,544

90,224

189,623

367,790

97,607

9,912,865

3,041 ,408

$2,521 ,970
1,885,912

12,036
624,022

2,139,702
158,966
125,834
415,400
100,953

9,384,134
2,893,017

332/251 ,723
1,709,213

12,786
529,724

1,815,538
31 ,902

105,637
362,450
105,475

9,043,377
2,727,348

$2,077,314
1,622,305

1 1,818
443,191

1,867,397
28,615

1 1 5,605
1 12,220
100,693

8,726,559
2,912,849

$1 ,893,549
1 ,474,284

12,426
406,839

1,729,484
27,467

138,135
46,669
90,388

8,191 ,576
2,809,581

Water revenues

Other revenues

Total operating expenses

Total other income, net

Net tincncing costs

Net revenues tor the year .

Taxes and tax equivalents

Utility plant, gross

Long-term debt .

Electric revenue contributions

to support water operations 34,792 34,161 56,672 62,925 44,222

Selected Data *

3,09

45.7

33,872

6,590,000

2.42

47.9

32,658

6,044,000

870,165

456,318

4,328

892,875

Debt service coverage ratio

Debt ratio

Total electric soles (million kph)

Peck-SRP retail customers (l<W1

Water deliveries (acre-feet)

Runoff (acre-feet)

Employees at year-end

Customers at year-end

4,388

919,422

2.39

50.1

32,577

5,665,000

860,584

2,055,554

4,336

858,314

2.00

55.2

31 ,714

5,673,000

890,424

702,974

4,267

824,416

2.20

56.0

32,244

5,296,000

848,791

778,786

4,231

796,171

*Water data is by calendar year; all other data is by fiscal year ending April 30.
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NEW ISSUE FULL BOOK-ENTRY

In the opinion of Special Tax Counsel, under existing law and assuming compliance with the tax covenants described herein, and
the accuracy of certain representations and certyications made by the District, interest on the 2008 Series A Bonds is excluded

from gross income for Federal income tax purposes under Section 103 of the Internal Revenue Code of 1986, as amended (the
"Code"). Special Tax Counsel is also of the opinion that such interest is not treated as a preference item in calculating the
alternative minimum tax imposed under the Code with respect to individuals and corporations. Interest on the 2008 Series A
Bonds is, however, included in the adjusted current earnings of eertain corporations for purposes of computing the alternative
minimum tax imposed on such corporations. Special Tax Counsel is further of the opinion that, under existing law, interest on
the 2008 Series A Bonds is exempt from income taxes imposed by the State of Arizona. See "TAXMATTERS " herein regarding
certain other tax considerations.

$816,650,000
Sa lt Rive r P ro jec t Agricu ltu ra l

Improvement and  Power Dis tric t, Arizona
Salt River Projeet Electric System Revenue Bonds, 2008 Series A

Dated: Date of Delivery Due: January 1, as shown on inside cover

The 2008 Series A Bonds are being issued pursuant to the Supplemental Resolution Dated September 10, 2001, which
became effect ive January l l ,  2003,  Authorizing an Amended and Restated Resolut ion Concerning Revenue Bonds ( the
"Resolution"). The 2008 Series A Bonds, together with heretofore and hereafter issued Revenue Bonds, are payable from and
secured by a pledge of and lien on all Revenues of the District from the ownership and operation of the Electric System after the
payment of Operating Expenses.

The 2008 Series A Bonds will be issued in fully registered font and, when issued, will be registered in the name of Cede &
Co., as nominee of The Depository Trust Company, New York, New York ("DTC"). DTC will act as securities depository for
the 2008 Series A Bonds. Individual purchases of interests in the 2008 Series A Bonds may be made in book-entry font only, in
the principal amount of $5,000 or any integral multiple thereof.  Purchasers of such interests will  not receive certificates
representing their interests in the 2008 Series A Bonds. Interest with respect to the 2008 Series A Bonds is payable January l
and July l of each year, commencing July l, 2008.

The principal oil redemption price, if any, and interest on the 2008 Series A Bonds are payable by U.S. Bank National
Association, as Trustee, and interest will be payable by check mailed by the Trustee to the registered owner of each 2008 Series
A Bond as of the immediately preceding December 15 or June 15. So long as Cede & Co. is the registered owner, the Trustee
will pay such principal and redemption price, if any, of and interest on the 2008 Series A Bonds to DTC, which will remit such
principal, redemption price, if any, and interest to its Direct Participants for subsequent disbursement to the Beneficial Owners of
the 2008 Series A Bonds. The 2008 Series A Bonds are subject to optional and mandatory redemption as described herein. See
"THE 2008 SERIES A BONDS »- Redemption" herein.

The 2008 Series A Bonds do not constitute general obligations of the District or obligations of the State of Arizona,
and no holder of any of the 2008 Series A Bonds has the right to compel the exercise of the taxing Powers of the District to
pay the 2008 Series A Bonds or the interest thereon.

This cover page contains certain information for quick reference only. It is not intended to be a summary of all factors
relating to an investment in the 2008 Series A Bonds. Investors should read this Official Statement in its entirety before making
an investment decision.

The 2008 Series A Bonds are offered when, as and if issued, and subject to the approval of legality by Drinker Biddle &
Reath LLP, Bond Counsel. Certain legal matters will be passed upon for the District by Nixon Peabody LLP, Special Tax
Counsel, and for the Underwriters by Winston & Strewn LLP. It is expected that the 2008 Series A Bonds will be available for
delivery to DTC in New York, New York, on or about March 19, 2008.

Bear, S tea rns  & Co . Inc .
Morgan  S tan ley & Co . Incorpora ted Goldman, Sachs  & Co. J P Mo rg a n Citi

Dated: March 6, 2008



SALT RIVER PROJECT ELECTRIC SYSTEM REVENUE BONDS
2008 Series A

Seria l Bonds

P rin c ip a l
Am ount

In te re s tMaturity
(January 1) Yie ld

CUS IP
Nu m b e r

$15.420.000
5.255.000

26.200.000
28.380000
32.160.000
30.745.000
29.360.000
32.005.000
30.255.000
33.615.000
33.165000

5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%
5.00%

3.840%
4.000%
4.480%
4.600%
4.710%
4.820%
4.900%
4.930%
4.950%
4.960%
4.970%

79575DWT3
79575DWUO
79575DWV8
79575DWW6
79575DWX4
79575DWY2
79575DWZ9
79575DXA3
79575DXB1
79575DXC9
79575DXD7

Term Bonds

$145,980,000
$374,110,000

5.000% Term Bond Due January 1, 2033
5.000% Tenn Bond Due January 1, 2038

Yield: 5.010%
Yield: 5.030%

79575DXE5
79575DXF2

Priced to the par ca ll on January 1, 2018

The CU SIP numbers  shown above have been ass igned to this  issue by an organization not affilia ted with the Dis trict and are
included for the  convenience  of the  holde rs  of the  2008 S e rie s  A Bonds  only. The  Dis trict is  not re s pons ible  for the
s election of CUSIP  numbers , nor is  a ny repres enta tion ma de a s  to their correctnes s  on the  2008 Series  A Bonds  or a s
indica ted herein
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This Official Statement does not constitute an offer to sell or the solicitation of an offer to buy the 2008
Series A Bonds described herein in any jurisdiction to any person to whom it is unlawful to make such an
offer. No dealer, broker, salesman or other person has been authorized by the Salt River Project
Agricultural Improvement and Power District (the "District") or the Underwriters to give any information or
to make any representations with respect to the 2008 Series A Bonds other than those contained in this
Official Statement and, if given or made, such other information or representations must not be relied upon
as having been authorized by the District or the Underwriters

The infonna tion s et forth herein ha s  been furnis hed by the Dis trict a nd other s ources  which a re  believed to be
re lia ble . The  informa tion a nd expres s ions  of opinion conta ined here in a re  s ubject to cha nge  without notice  a nd
neither the delivery of this  Officia l S ta tement nor any s a le made hereunder sha ll, under any circums tances , crea te
a ny implica tion tha t there  ha s  been no cha nge in the  a ffa irs  of the  Dis trict or the  Electric S ys tem s ince  the  da te
he re of

THESE SECURITIES HAVE NOT BEEN RECOMMENDED BY ANY FEDERAL OR STATE SECURITIES
COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES
HAVE NOT CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS OFFICIAL
STATEMENT. ANY REPRESENTATION TO THE CONTR.ARY IS A CRIMINAL OFFENSE

IN CONNECTION WITH THE OFFERING OF THE 2008 SERIES A BONDS. THE UNDERWRITERS MAY
OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF
THE 2008 SERIES A BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE
OPEN MARKET. SUCH STABILIZING, IF COMMENCED_ MAY BE DISCONTINUED AT ANY TIME
WITHOUT PRIOR NOTICE. THE UNDERWRITERS MAY OFFER AND SELL THE 2008 SERIES A BONDS
TO CERTAIN DEALERS AT PRICES LOWER THAN THE PUBLIC OFFERING PRICES STATED ON THE
COVER PAGE HEREOF AND SAID PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO
TIME BY THE UNDERWRITERS

This  Officia l S ta tement conta ins  forwa rd-looking s ta tements  within the meaning of the federa l s ecurities  laws
Such s ta tements  are based on currently available information, expecta tions , es timates , assumptions  and projections
a nd ma na gelnent's  judgment a bout the  power utility indus try a nd genera l economic conditions . S uch words  a s
expects , intends , pla ns , be lieves , es tima tes , a nticipa tes  or va ria tions  of s uch words  or s imila r expres s ions  a re
intended to identify forwa rd-looking s ta tements . The  forwa rd-looking s ta tements  a re  not gua ra ntees  of future
performa nce. Actua l res ults  ma y va ry ma teria lly from wha t is  conta ined in a  forwa rd-looking s ta tement. Fa ctors
which may cause a  result different from those expected or anticipa ted include, among other things , new legis la tion
increa s es  in s uppliers ' prices , pa rticula rly prices  for fuel in connection with the  opera tion of the  Electric Sys tem
changes  in environmenta l compliance requirements , acquis itions , changes  in cus tomer power use pa tterns , na tura l
dis a s te rs  a nd the  impa ct of wea ther on opera ting res ults . The  Dis trict a s s umes  no obliga tion to provide  public
upda tes  of forward-looking s ta tements

The Underwriters have provided the following sentence for inclusion in this Official Statement. The
Underwriters have reviewed the information in this Official Statement in accordance with, and as part of
their responsibilities to investors under the federal securities laws as they apply to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of
such information



SUMMARY STATEMENT

THIS SUMMARY STATEMENT IS SUBJECT IN ALL RESPECTS TO THE MORE COMPLETE
INFORMATION CONTAINED IN THIS OFFICIAL STATEMENT AND SHOULD NOT BE
C O N S I D E R E D  A  C O M P L E T E  S T A T E M E N T  O F  T H E  F A C T S  M A T E R I A L  T O  M A K I N G  A N
INVESTMENT DECISION. TH E O F F ERING  O F  TH E 2008  SERIES A B O NDS TO  P O TENTIAL
INVESTORS IS MADE ONLY BY MEANS OF THE ENTIRE OFFICIAL STATEMENT. CERTAIN
TERMS USED HEREIN ARE DEFINED IN THIS OFFICIAL STATEMENT.

District: The Sal t  River  Project  Agr icul tura l  Improvement  and Power
District (the "District") is an agricultural improvement district,
organized under the laws of the State of Arizona, which provides
electric service in a 2,900 square mile service territory in parts of
Maricopa, Gila and Pinal Counties in Arizona, plus mine loads in
an adjacent 2,400 square mile area in Gila and Pinal Counties.

The 2008 Series A Bonds: The 2008 Series A Bonds are being offered in the principal amount
per maturity and bearing interest at the rates set forth on the inside
cover page of this Official Statement. The 2008 Series A Bonds
are authorized pursuant to the Constitution and laws of the State of
Arizona and in particular Title 48, Chapter 17, Article 7, Arizona
Revised Sta tutes  ( the  "Act")  and the  Amended and Resta ted
Resolution Concerning Revenue Bonds, dated as of September 10,
2001, which became effective January l l, 2003 (the "Resolution").

Purpose of the 2008 Series A Bonds: The 2008 Ser ies  A Bonds are  being i ssued to finance capi tal
improvements to the Electric System pursuant to the District 's
Capital  Improvement  Program (as hereinafter  defined). The
proceeds of the 2008 Series A Bonds also will be used to pay costs
of issuing the 2008 Series A Bonds. See "PLAN OF FINANCE"
and "SOURCES AND USES OF PROCEEDS" herein.

Security for the 2008 Series A Bonds: The 2008 Series A Bonds and all Revenue Bonds heretofore and
hereafter issued will be payable from and secured by a pledge of
lien on all Revenues derived by the District from the ownership
a nd  ope r a t i on  of  t he  E l e ct r i c  Sys t e m a f t e r  t he  pa yme n t  of
Operat ing Expenses and payments required to be made under
United States Government Loans heretofore and hereafter incurred
by the District. Such pledge created by the Resolution is subject
only to the provisions of the Resolution permitting the application
of Revenues for the purposes and upon the terms and conditions
set forth in the Resolution.

The District  has covenanted in the Resolution not to issue any
bonds or other obligations or create any additional indebtedness,
which will have priority over the charge and lien on the Revenues
p l e d ge d  t o  t h e  R e ve n u e  B on d s ,  e x ce p t  for  Un i t e d  S t a t e s
Government Loans heretofore and hereafter incurred. The District
currently has no United States Government Loans outstanding.

The District has covenanted in the Resolution to maintain the Debt
Reserve Account at the Debt Reserve Requirement. At December
3 1 ,  2 0 0 7  t h e  b a l a n c e  i n  t h e  D e b t  R e s e r ve  Ac c ou n t  w a s
$67,706,036,  which exceeded the Debt  Reserve Requirement .
Upon the issuance of the 2008 Series A Bonds, the Debt Reserve
Account will continue to exceed the Debt Reserve Requirement.

The District has covenanted in the Resolution that, among other

i



things , it will a t a ll times  ma inta in ra tes , fees  or cha rges  sufficient
for the  pa yment of Opera ting Expens es  of the  Dis trict a nd to pa y
the Debt Service on a ll Revenue Bonds

The  fina nc ia l s ta te m e nts  o f the  Dis tric t a nd  the  As s oc ia tion
(toge ther "S RP ") a re  pres ented on a  combined ba s is  due  to the
rela tions hip between the  two. The Dis trict's  revenues  s upport the
opera tions  of the water and irriga tion sys tem as  needed. See "THE
DIS TRICT Genera l" a nd His tory" a nd "INDEP ENDENT
ACCOUNTANTS " for a  furthe r d is cus s ion  of the  re la tions hip
between the Dis trict and the Associa tion

The 2008 Series  A Bonds  do not cons titute  genera l obliga tions  of
the Dis trict or obliga tions  of the S ta te of Arizona , and no holder of
a ny o f the  2008  S e rie s  A Bonds  ha s  the  righ t to  com pe l the
exercise of the taxing Powers  of the Dis trict to pay the 2008 Series
A Bonds  or the  inte re s t the re on. S e e  "S ECURITY FOR 2008
S ERIES  A BONDS " here in

Outstanding Indebtedness As  of Februa ry 2, 2008, the Dis trict had a  tota l of $2,983,643,000
in outs ta nding long-te rm  debt, computed without deducting the
unamortized bond discount/premium, cons is ting of $2,258,278,000
in  Re ve n u e  Bo n d s  a n d  g e n e ra l fu n d  d e b t o f $ 7 2 5 ,3 6 5 ,0 0 0
cons is ting of $475,000,000 in promis s ory notes  s old in the  ta x
exem pt com m ercia l pa per m a rke t a nd renta l pa ym ents  tota ling
3250,365,000, plus  interes t, to be made by the Dis trict pursuant to
a  Lease Purchase Agreement with Desert Bas in Independent Trus t
The promissory notes  and the renta l payments  are payable from the
Dis trict's  genera l funds  and do not have a  lien on Revenues  of the
Ele ctric  S ys te m . S e e  "S E LE C TE D O P E R ATIO NAL AND
FINANCIAL DATA - Additiona l Fina ncia l Ma tte rs " he re in

The District has entered into certain long-term power purchase
contracts that secure the Debt Service payments on certain bonds
issued by another Arizona political subdivision. The amount thus
secured December 31, 2007 was $412 million

Limitation on Additional Indebtedness The  Dis trict is  a uthorized to is s ue  pa rity Revenue  Bonds  upon
complia nce with the  provis ions  of the  Res olution, See "Appendix
B - S um m a ry of the  Re s olution" a tta che d he re to .  The  Dis tric t
m a y a ls o is s ue  a t a ny tim e , or from  tim e  to tim e , evidences  of
indebtednes s , which a re payable out of Revenues  and which may
be secured by a  pledge of Revenues , provided, however, tha t such
pledge  s ha ll be , a nd s ha ll be  expres s ed to be , s ubordina te  in a ll
respects  to the pledge of the Revenues  created by the Resolution

Authority to Set Electric Prices Under Arizona  la w, the  Dis trict is  a uthorized to s e t e lectric ra tes
("prices "). Alth o u g h  th e  Art ic le s o f In c o rp o ra t io n  o f th e
As s ocia tion provide  tha t the  S ecre ta ry of the  Interior ma y revis e
such prices , the Secreta ry of the Interior has  never reques ted any
s uch revis ion. See  "ELECTRIC PRICES" here in

Service Area The Dis trict's  service a rea  includes  the major popula ted sections  of
Ma ricopa  County, a s  well a s  portions  of P ina l a nd Gila  Counties
The Dis trict s erves  a pproxima tely 55% of the  popula tion living in
the  P hoenix-Mes a  Me tropolita n S ta tis tica l Area  (the  "P hoenix
Mesa  MSA") and had an his toric peak reta il load of approxima tely
7,649 MW in J uly 2006. Approxima tely 55.3% of fis ca l yea r 2007
reta il electric revenues  was  received from res identia l cus tomers



Trans m is s ion and Dis tribution Facilities : The Dis trict owns  transmiss ion and dis tribution sys tems  in order to
de live r e lectricity. Thes e  s ys tem s  include  both ove rhea d a nd
unde rg round  line s  with  vo lta ge  le ve ls  ra ng ing  from  12kV to
500kV. In  a ddition ,  the  Dis tric t a ls o  ha s  a cquire d  righ ts  on
tra ns mis s ion s ys tems  owned by others . S e e  "THE ELECTRIC
SYSTEM - Exis ting a nd Future  Res ources " here in.

Power Supply Res ources : The Dis trict's  power s upply res ources  a re  divers ified a nd include
ge ne ra ting  fa c ilitie s  owne d s o le ly by the  Dis tric t,  ge ne ra ting
fa c ilitie s  in  which the  Dis tric t ha s  a n  owne rs hip  in te re s t,  a nd
various powe r purcha s e contracts . See "THE  E LE C TR IC
SYSTEM - Exis ting a nd Future  Res ources " here in.

Retail Competition: In 2000, the Dis trict opened its  entire service a rea  to competition in
the  a rea s  of genera tion, billing, me te ring a nd mete r rea ding by
e le c tric ity s upp lie rs  who  ha d  be e n  a pprove d  by the  Arizona
Corpora tion Commis s ion ("ACC"). There  ha s  been no ma teria l
adverse effect on the Dis trict as  a  result of such actions  and there is
no active reta il competition within the Dis trict's  s ervice territory a t
th is  tim e . S e e  "C E R TAIN F AC TO R S  AF F E C TING  THE
ELECTRIC UTILITY INDUS TRY - Competition in Arizona  -
The  Arizona  Corpora tion Commis s ion" herein.

Continuing Disclosure: The Dis trict ha s  covena nted in the  Res olution to provide  certa in
fina ncia l informa tion a nd opera ting da ta  re la ting to the  Electric
S ys tem a nd to provide  notices  of ce rta in occurrences  of ce rta in
e num e ra te d  e ve n ts ,  if m a te ria l,  pu rs ua n t to  the  Con tinu ing
Dis clos ure  Agreement. S e e  "CO NTINUING  DIS CLO S URE"
h e re in  a n d  "Ap p e n d ix D Form  of Continu ing  Dis c los ure
Agreement" a ttached hereto.
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SALT RIVER PROJECT AGRICULTURAL
IMPROVEMENT AND POWER DISTRICT, ARIZONA

OFFICIAL STATEMENT

RELATING TO

$816,650,000

SALT RIVER PROJECT ELECTRIC SYSTEM REVENUE BONDS,
2008 Series A

INTRODUCTION

General

The purpose of this Official Statement, which includes the cover page and the Appendices hereto, is to furnish
certain information with respect to the Salt River Project Agricultural Improvement and Power District (the
"District") and its Salt River Project Electric System Revenue Bonds, 2008 Series A (the "2008 Series A Bonds") to
be issued by the District. The mailing address of the District's administrative offices is The Office of the Secretary,
PAB2l5, Post Office Box 52025, Phoenix, Arizona 85072-2025 (telephone number 602-236-5900).

The following material is qualified in its entirety by the detailed information and financial statements appearing
elsewhere in this Official Statement and the Appendices hereto. Capitalized rems not defined in this introduction
have the meaning ascribed thereto herein.

Authorization

Revenue Bonds, which include the 2008 Series A Bonds, are authorized pursuant to the Constitution and laws of
the State of Arizona and, in particular, Title 48, Chapter 17, Article 7, Arizona Revised Statutes (the "Act") and the
Amended and Restated Resolution Concerning Revenue Bonds, dated as of September 10, 2001, which became
effective January 11, 2003 (the "Resolution"). Prior to the delivery of the 2008 Series A Bonds, the District's Board
will have authorized the issuance of the 2008 Series A Bonds and the District's Council will have ratified and
confined the District Board's action. See "THE 2008 SERIES A BONDS" herein and "Appendix B - Summary
of the Resolution" attached hereto.

PLAN OF FINANCE

The District will issue the 2008 Series A Bonds to finance capital improvements to the Electric System pursuant
to the District's Capital Improvement Program. The 2008 Series A Bonds will be issued under the Resolution. See
"Appendix B - Summary of the Resolution" attached hereto. A portion of the proceeds of the 2008 Series A
Bonds also will be used to pay the cost of issuance. See "SOURCES AND USES OF PROCEEDS" herein.

THE 2008 SERIES A BONDS

General

The 2008 Series A Bonds will be issued in the principal amount of 3816,650,000 and will be dated and bear
interest from the date of delivery. The 2008 Series A Bonds will mature on the dates and in the principal amounts,
and bear interest, payable on January l and July l of each year, commencing July l, 2008, at the respective rates
shown on the inside cover page of this Official Statement. The principal of, redemption price, if any, and interest on
the 2008 Series A Bonds are payable by U.S. Bank National Association (the "Trustee"), and interest thereon will be
payable by check mailed by the Trustee to the registered owner of each 2008 Series A Bond as of the immediately
preceding December 15 or June 15.



Book-Entry Only System

The 2008 Series  A Bonds  will be is sued in fully regis tered font and, when is sued, will be regis tered in the name
of Cede  & Co., a s  nom inee  of The  Depos itory Trus t Com pa ny, New York, New York ("DTC"). DTC will a ct a s
securities  depos itory for the 2008 Series  A Bonds . Individua l purchases  of interes ts  in the 2008 Series  A Bonds  will
be made in book-entry form only, in the principa l amount of $5,000 or any integra l multiple  thereof. Purchas ers  of
such interes ts  will not receive certifica tes  representing their interes ts  in the 2008 Series  A Bonds . So long a s  Cede
& Co. is  the  re gis te re d owne r of the  2008 S e rie s  A Bonds , the  Trus te e  will m a ke  pa ym e nts  of principa l a nd
re de m ption price , if a ny, of a nd inte re s t on the  2008 S e rie s  A Bonds  dire ctly to  DTC, which will re m it s uch
principa l, redemption price, if a ny, of a nd interes t to the Beneficia l Owners  (a s  hereina fter defined in "Appendix D

Form of Continuing Disclosure Agreement") of the 2008 Series  A Bonds , a s  described herein. See "Appendix E
Book-Entry Only Sys tem" a ttached hereto

Redemption

Ma nda tory S inking Fund Redemption - 2008 Se rie s  A Bonds . The 2008 Series  A Bonds  maturing on January
l, 2033 a re  s ubject to ma nda tory redemption prior to ma turity, upon ra ndom s e lection within a  ma turity by the
Trus tee , by opera tion of the  Debt S ervice  Fund to s a tis fy the  S inking Fund Ins ta llments  required by the  S eries
Res olution, on a nd a fte r J a nua ry 1, 2029 a tl00% of the  principa l a m ount of s uch 2008 S e rie s  A Bonds  to be
redeem ed toge the r with a ccrued inte re s t up to, but not including, the  redem ption da te . S uch S inking Fund
Ins ta llments  will be sufficient to redeem such 2008 Series  A Bonds  on the da tes  and in the principa l amounts  shown
be low

Sinking  Fund Paym ent Date
(J a nua ry 1)

P rin c ip a l
Am o u n t

$35.420.000
28.415.000
42 915.000
14.340000
24.890.000*

Payment a t Maturity

Ma nda tory S inking Fu n d Re de mption - 2008 S e rie s A Bonds . The 2008 Series  A Bonds  maturing on January
1, 2038 a re  s ubject to ma nda tory redemption prior to ma turity, upon ra ndom s e lection within a  ma turity by the
Trus tee , by opera tion of the  Debt S ervice  Fund to s a tis fy the  S inking Fund Ins ta llments  required by the  S eries
Res olution, on a nd a fte r J a nua ry 1, 2034 a t 100% of the  principa l a mount of s uch 2008 S eries  A Bonds  to be
redeem ed toge the r with a ccrued inte re s t up to, but not including, the  redem ption da te . S uch S inking Fund
Ins ta llments  will be sufficient to redeem such 2008 Series  A Bonds  on the da tes  and in the principa l amounts  shown
below

Sinking  Fund Paym ent Date
(J a nua ry 1)

P rin c ip a l
Am o u n t

s 55.020.000
59.250.000

259.840.000*

Payment a t Maturity

The Dis trict may sa tis fy the S inking Fund Ins ta llments  by delivering to the Trus tee 2008 Series  A Bonds  of such
ma turitie s  purcha s ed by the  Dis trict. In a ddition, the  Dis trict ma y s pecify the  S inking Fund Ins ta llments  to be
credited if there  is  a ny redemption or purcha s e  of 2008 Series  A Bonds  for which s inking fund ins ta llments  ha ve
been es tablished other than with amounts  on depos it in the Debt Service Account

Optiona l Re de mption. The  2008 S e rie s  A Bonds  m a turing on a nd a fte r J a nua ry 1 ,  2020 a re  s ubje ct to
redemption prior to the ir s ta ted ma turity, a t the  e lection of the  Dis trict, in whole  or in pa rt, by ra ndom s e lection
within a  ma turity with the  s a me coupon by the  Trus tee  from ma turities  s e lected by the  Dis trict, a t a ny time on or



a fte r J a nua ry 1, 2018 a t the  redemption price  of 100% of the  principa l a mount of the  2008 S eries  A Bonds ,
portion thereof to be redeemed, together with accrued interes t on, but not including the redemption da te.

or

For so long as  book-entry only sys tem of regis tra tion is  in effect with respect to the 2008 Series  A Bonds , if les s
than a ll of the 2008 Series  A Bonds  of a  pa rticula r ma turity (and, if applicable, interes t ra te within a  ma turity) is  to
be  redeem ed, the  pa rticula r Bene ficia l Owner(s ) (a s  de fined in Appendix E he re to) to rece ive  pa ym ent of the
redemption price  with res pect to beneficia l owners hip interes ts  in s uch 2008 Series  A Bonds  s ha ll be s elected by
DTC a nd the  Direct P a rticipa nts  a nd/or the  Indirect P a rticipa nts  (a s  defined in Appendix E here to). S ee  "Book-
Entry Only Sys tem" in Appendix E hereto.

Notice of kedemption. Notice of redemption will be given to the Bondholders  by ma il to the regis tered owners
as  of the da te of the notice of the 2008 Series  A Bonds  to be redeemed, pos tage prepa id, not les s  than 25 days  nor
more than 50 days  prior to the redemption da te. Notice having been given in the manner provided in the Resolution,
on the  redemption da tes  s o des igna ted, then the  Dis trict's  2008 Series  A Bonds  or portions  thereof s o ca lled for
redemption shall become due and payable on such redemption date a t the redemption price, plus  interes t accrued and
unpaid to, but not including, the redemption da te.

Any notice of optiona l redemption given pursuant to the Resolution may s ta te tha t it is  conditiona l upon receipt
by the Trus tee of monies  sufficient to pay the redemption price of the 2008 Series  A Bonds  or upon the sa tis faction
of a ny other condition, or tha t it ma y be  res cinded upon the  occurrence  of a ny other event, a nd a ny conditiona l
notice so given may be rescinded a t any time before payment of such redemption price if any condition so specified
is  not s a tis fied or if a ny s uch other event occurs . Notice  of s uch res cis s ion s ha ll be  given by the  Trus tee  to the
regis te red owners  of a ny 2008 S eries  A Bonds  s o a ffected a s  promptly a s  pra ctica ble  upon the  fa ilure  of s uch
condition or the occurrence of such event. Fa ilure to give notice of redemption by mail, or any defect in such notice,
will not a ffect the va lidity of the proceedings  for the redemption of any other Electric Sys tem Revenue Bonds .

Registration and Transfer Upon Discontinuation of Book-Entry Only System

U.S . Bank Na tiona l As s ocia tion will a ct a s  bond regis tra r ("Bond Regis tra l'") and trans fer and paying agent for
the 2008 Series  A Bonds . If the book-entry only sys tem were discontinued, the following provis ions  would apply. A
2008 Series  A Bond may be transferred on the bond regis ter mainta ined by the Bond Regis trar upon surrender of the
2008 S e rie s  A Bond a t the  principa l corpora te  trus t office  of the  Bond Re gis tra r,  a ccom pa nie d by a  writte n
ins trum e nt of tra ns fe r,  in  form  s a tis fa ctory to  the  Bond Re gis tra r,  s igne d by the  re gis te re d owne r or a  duly
authorized a ttorney for the regis tered owner. Upon surrender for trans fer a t the principa l corpora te trus t office of the
Bond Regis tra r, a ny 2008 S e rie s  A Bond m a y be  excha nged for 2008 S e rie s  A Bonds  of the  s a m e  a ggrega te
principa l amount, ma turity da te  and interes t ra te , of any authorized denomina tion. The Bond Regis tra r will not be
obliga ted to trans fer or exchange any 2008 Series  A Bonds  during the 15 days  preceding the da te on which notice of
redemption of a  2008 Series  A Bond is  to be mailed or any 2008 Series  A Bond tha t has  been ca lled for redemption
except the unredeemed portion of any 2008 Series  A Bond being redeemed in part.

S OURCES  AND US ES  OF P ROCEEDS

The sources  and uses  of funds  with respect to the 2008 Series  A Bonds , are as  follows:

s
$
$

816,650,000.00
3,386,287.15

820.036.287.15

s

Sources  of Funds
Principa l Amount of 2008 Series  A Bonds ..
Net Origina l Is sue Premium ..
Total Sources  of Funds  .

Uses  of Funds
Depos it to Dis trict Genera l Fund..
Depos it to Debt Reserve ..
Cons truction Fund
Cos t of Is suance (including Underwriters ' Discount)

Total Uses  of Funds  .
S
S

350,000,000.00
15,659,776.86

450,004,Z98.51
44372,211.78

820.036,287.15
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S ECURITY FOR 2008 S ERIES  A BONDS

Ge n e ra l

The Revenue Bonds , including the 2008 Series  A Bonds , a re payable from and secured by a  pledge of and lien
on Revenues . Revenues  a re defined in the Resolution as  (i) a ll revenues , income, rents  and receipts  derived by the
Dis trict from  the  owners hip a nd ope ra tion of the  Electric S ys tem  a nd the  proceeds  of a ny ins ura nce  covering
bus iness  interruption loss  rela ting to the Electric Sys tem and (ii) interes t received on any moneys  or securities  (other
than in the Cons truction Fund) held purs uant to the Res olution and pa id into the Revenue Fund, but not including
a ny s uch income or rece ipts  a ttributa ble  directly or indirectly to the  owners hip or opera tion of a ny S epa ra te ly
Financed Project and not including any federa l or s ta te grant monies  the receipt of which is  conditioned upon their
expenditure for a  particula r purpose

In addition, the Revenue Bonds , including the 2008 Series  A Bonds , a re a lso secured by a ll funds  held under the
Resolution. Such pledge crea ted by the Resolution is  subject only to the provis ions  of the Resolution permitting the
applica tion of Revenues  for the purposes  and upon the terms  and conditions  set forth in the Resolution

The  2008 S eries  A Bonds  will not cons titute  genera l obliga tions  of the  Dis trict or obliga tions  of the  S ta te  of
Arizona , a nd no holder of Revenue Bonds , including the  2008 Series  A Bonds , will ever ha ve the  right to compel
any exercise of the taxing Powers  of the Dis trict to pay the Revenue Bonds  or the interes t thereon

SRP's  financia l s ta tements  a re presented on a  combined bas is . Management believes  the financia l informa tion
presented is  not materia lly different from the presenta tion of the Dis trict on a  s tand-a lone bas is

Debt Reserve Account

The Debt Reserve Account is  a  res erve fund for the equa l benefit of a ll Revenue Bonds  Outs tanding under the
Res olution. Monies  in the Debt Res erve Account (except a ny exces s  over the Debt Res erve Requirement tha t the
Dis trict may a lloca te and apply in the same manner a s  Revenues ) will be used solely for the purpose of curing any
deficiency in the Debt Service Fund for the payment of principa l, interes t 01' S inking Fund Ins ta llments  pursuant to
the Resolution

In the pa s t, the  Dis trict, though not required to do s o, ha s  followed the pra ctice  of depos iting moneys  into the
Debt Reserve Account a t the time of is suance of additiona l Revenue Bonds  to equa l the Debt Reserve Requirement
At December 31, 2007. the  ba la nce  in the  Debt Res e rve  Account wa s  $67.706.036. which exceeded the  Debt
Res erve  Requirement. Upon is s ua nce  of the  2008 S eries  A Bonds , the  Debt Res e rve  Account will continue  to
exceed the Debt Reserve Requirement

Rate Covenant

The Dis trict covenants  in the Resolution tha t it will charge and collect ra tes , fees  and other charges  for the sa le of
electric power and energy and other services , facilities  and commodities  of the Electric Sys tem as  sha ll be required
to provide revenues  and income (including inves tment income) a t leas t sufficient in each fisca l year for the payment
of the  s um of (i) Opera ting Expens es  during s uch fis ca l yea r, including res erves , if a ny, provided therefor in the
Annua l Budge t for s uch yea r, (ii) a n a mount equa l to the  Aggrega te  Debt S ervice  for s uch fis ca l yea r, (iii) the
amount, if any, to be pa id during such fis ca l yea r into the Debt Reserve Account in the Debt Service Fund, and (iv)
a ll other charges  or liens  wha tsoever payable out of revenues  and income during such fisca l yea r and, to the extent
not otherwise provided for, a ll amounts  payable on Subordina ted Indebtedness . See "ELECTRIC PRICES" herein

Lim ita tions  on Additional Indebtednes s

The Dis trict has  covenanted in the Resolution not to is sue any bonds  or other obliga tions  or crea te any additiona l
indebtednes s , which would have priority over the cha rge and lien on the Revenues  pledged to the Revenue Bonds
except for U.S . Government Loans  heretofore or herea fter incurred. The Resolution does  not res trict the amount of
U.S . Gove rnm e nt Loa ns  the  Dis tric t m a y incur,  which would ha ve  a  prior lie n on Re ve nue s . The re  a re  no
outs tanding U.S. Government Loans



The  Dis trict ma y is s ue  a dditiona l pa rity Revenue  Bonds  in complia nce  with the  Res olution if, a mong other
things , (i) Revenues  Ava ila ble  for Debt S ervice , a s  the  s a me ma y be  a djus ted, of a ny 12 cons ecutive  ca lenda r
months  out of the 24 ca lenda r months  next preceding the is suance of such additiona l Revenue Bonds  a re not les s
than 1.10 times  the maximum tota l Debt Service for any s ucceeding fis ca l yea r on a ll Revenue Bonds  tha t will be
outs ta nding im m edia te ly prior to the  is s ua nce  of the  a dditiona l Revenue  Bonds , a nd (ii) e s tim a ted Revenues
Ava ilable for Debt Service, a s  the same may be adjus ted, for each of the five fisca l yea rs  immedia tely following the
is s ua nce  of s uch a dditiona l Revenue  Bonds  a re  not le s s  tha n 1.10 times  the  tota l Debt S e rvice  for ea ch s uch
respective fisca l yea r on a ll Revenue Bonds  outs tanding immedia tely subsequent to the is suance of such additiona l
Revenue Bonds .

Subordinated Indebtedness

The Dis trict ma y, a t a ny time, or from time to time, is s ue evidences  of indebtednes s  which a re  pa ya ble  out of
Revenues  and which may be secured by a  pledge of Revenues  provided, however, tha t such pledge shall be and shall
be expressed to be, subordinate in a ll respects  to the pledge of the Revenues , monies , securities  and funds  created by
the Res olution. See "Appendix B - Summa ry of the Res olution" a tta ched hereto.

Other Covenants

In addition to the ra te covenant described above, the Resolution includes  covenants  by the Dis trict with respect
to the s a le and/or lea se of the Electric Sys tem, the opera tion and ma intenance of the Electric Sys tem, and certa in
other ma tters . See "Appendix B - Summary of the Res olution" a tta ched hereto.

THE  DIS TR IC T

Ge n e ra l

The Dis trict is  an agricultura l improvement dis trict organized in 1937 under the laws  of the S ta te  of Arizona . It
opera tes  the  Sa lt River P roject (the  "P roject"), a  federa l recla ma tion project, under contra cts  with the  Sa lt River
Va lle y Wa te r Us e rs ' As s ocia tion (the  "As s ocia tion"), by which it a s s um e d the  obliga tions  a nd a s s e ts  of the
Associa tion, including its  obliga tions  to the United Sta tes  of America  for the ca re, opera tion and maintenance of the
Project. The Dis trict owns  a nd opera tes  a n e lectric s ys tem (hereina fter des cribed) which genera tes , purcha s es ,
tra ns m its  a nd dis tributes  e lectric power a nd ene rgy, a nd provides  e lectric s e rvice  to re s identia l, com m ercia l,
indus tria l and agricultura l power users  in a  2,900 squa re mile s ervice territory in pa rts  of Maricopa , Gila  and P ina l
Counties , plus  mine  loa ds  in a n a dja cent 2,400 s qua re  mile  a rea  in Gila  a nd P ina l Counties . The  As s ocia tion
opera tes  an irriga tion sys tem as  the Dis trict's  agent.

His to ry

The  As s ocia tion, predeces s or of the  Dis trict, wa s  incorpora ted under the  la ws  of the  Territory of Arizona  in
February 1903 to represent the owners  and occupants  of lands  to be benefited by the Project, which was  one of the
firs t projects  authorized under the Federa l Reclamation Act of 1902. In 1904, the Associa tion and the United Sta tes
entered into a  contra ct in which the United S ta tes  a greed to cons truct a nd opera te  da ms , power pla nts  a nd other
facilities  incident to the opera tion of irriga tion and power works  and improvements , and the As s ocia tion agreed to
repay the cos t thereof. Initia lly, the United Sta tes  cons tructed, opera ted and mainta ined Roosevelt Dam and Granite
Reef Da m, which diverted impounded wa ter into a  ca na l s ys tem to s upply irriga tion wa ter to the  irriga ble  la nds
within the  P roject. In 1917, the  As s ocia tion entered into a  contra ct with the  United S ta tes  to a s s ume the  ca re ,
opera tion and maintenance of the Project (the "1917 Agreement").

On J a nua ry 25, 1937, the  Dis trict wa s  formed to s ecure  for the  P roject the  rights , privileges  a nd exemptions
granted to politica l subdivis ions  of the Sta te of Arizona . Pursuant to a  contract approved by the Secreta ry of Interior
in 1937 (the "1937 Agreement"), the Associa tion trans ferred a ll of its  right, title and interes t in and to the works  and
facilities  of the Project to the Dis trict. The Dis trict agreed to assume the debt of the Associa tion and to is sue Dis trict
bonds  to fina nce  ca pita l improvements . The  As s ocia tion a greed to continue  to opera te  a nd ma inta in the  wa ter
supply and irriga tion sys tem and the Electric Sys tem. In 1949, the 1937 Agreement was  amended to provide tha t the
Dis trict would assume respons ibility for the cons truction, opera tion and maintenance of the Electric Sys tem and the
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irriga tion a nd wa ter s upply s ys tem. The Dis trict de lega ted to the  As s ocia tion, a s  a gent of the  Dis trict, the  direct
opera tion and maintenance of the irriga tion sys tem of the Project

The United Sta tes  reta ins  a  paramount right or cla im in the Project tha t a rises  from the origina l cons truction and
opera tion of certa in of the Project's  electric and wa ter facilities  a s  a  federa l reclama tion project. Although title  to a
s ubs tantia l portion of the Dis trict's  property, including thos e properties  a cquired purs uant to the 1917 Agreement
res ides  in the United S ta tes , the Dis trict posses ses  contractua l rights  to the use, posses s ion and revenues  of these
properties  through its  agreement with the Associa tion, the 1917 Agreement, subsequent contractua l a rrangements
with the  United S ta tes , a nd a pplica ble  fede ra l recla m a tion la w. From  tim e  to tim e , the  Depa rtm ent of Inte rior
performs  a udits  of the  P roject. In a ddition, the  Dis trict s eeks  a pprova l from the Depa rtment of Interior for certa in
transactions  such as  the issuance of revenue bonds and the payment of in-lieu taxes

Genera tion and s a le of electrica l power and energy represent the ma jor portion of the Dis trict's  inves tment and
revenues . Following a  long-s ta nding recla m a tion principle , a  portion of e lectric  revenues  a va ila ble  a fte r the
payment of Opera ting Expenses  and Debt Service required under the Resolution is  used to provide pa rtia l support
for wa ter and irriga tion opera tions , thereby keeping wa ter s torage, dis tribution and delivery cha rges  a t rea sonable
levels

Organization, Management and Employees

The Dis trict and the Associa tion a re each governed by a  Board and a  Council. The Boards  es tablish the policies
for management and conduct of the bus iness a ffa irs of the  Dis trict a nd the  As s ocia tion. The  Councils  ena ct a nd
a mend by-la ws  re la ting to ma na gement a nd a ct a s  a  lia is on with the  la ndowners . The  Genera l Ma na ger of the
Dis trict has  management respons ibilities  for both the Dis trict and the Associa tion

The Board of Governors  of the Associa tion, elected from among the sha reholders  (landowners ), cons is ts  of the
Pres ident a nd ten other members , ha lf being elected biennia lly for four-yea r terms . The Boa rd of Directors  of the
Dis trict, e lected from a mong the e lectors  (la ndowners ) for four-yea r terns , cons is ts  of the  P res ident a nd fourteen
other members , ha lf being elected biennia lly for four-yea r terms . The P res ident a nd Vice P res ident a re  elected a t
la rge  by e lectors  of the  Dis trict. Ten of the  Dis trict's  Boa rd members , the  P res ident, a nd the  Vice  P res ident a re
e lected by votes  weighted in proportion to the  a mount of la nd owned by ea ch e lector. The rema ining four Boa rd
members  a re elected a t la rge, with each elector (landowner) being entitled to one vote

The Councils  for the Associa tion and the Dis trict each cons is t of thirty members . Three Council members  from
each of the ten dis trict a reas  of the Associa tion, and three Council members  from each of the ten divis ion a reas  of
the Dis trict, a re elected biennia lly for four-yea r terms . One ha lf of each of the Associa tion and the Dis trict Councils
a re  e lected biennia lly. All Council members  a re  e lected by votes  we ighted in proportion to the  a mount of la nd
owned by each shareholder (Associa tion) or elector (Dis trict)

As  o f Nove m be r l,  2007 ,  Dis tric t a nd  As s oc ia tion  fu ll-tim e  e m ploye e s  (fu ll-tim e  e qu iva le n t) to ta le d
approximately 4,482, including approximately 1,899 hourly employees  represented by the Interna tiona l Brotherhood
of Electrica l Workers , Loca l 266. The present labor contracts  expire on November 15, 2009

Economic and Customer Growth in the District's Service Area

The Dis trict s e rves  a pproxima te ly 55% of the  popula tion living in the  P hoenix-Mes a  Metropolita n S ta tis tica l
Area  ("P hoenix-Mes a  MS A"). As  the  gove rnm enta l a nd econom ic cente r of Arizona , the  P hoenix-Mes a  MS A
continues  to a ttract the larges t percentage of the s ta te's  res idents , bus inesses , and income. It conta ins  approximately
65% of the s ta te's  popula tion, and over two-thirds  of its  tota l employment and tota l personal income

The Phoenix-Mes a  MSA ha s  experienced s trong economic growth s ince the reces s ion of the ea rly l990's . The
2000 Cens us  revea led tha t growth wa s  higher tha n previous ly es tima ted. From  1990 to  2000, popula tion in
Maricopa  County increa s ed by 950,000, a  45% growth ra te . This  growth was  fueled by pos itive net migra tion due
to the  a rea 's  hea lthy growth in jobs . While  the re  wa s  s om e  s lowing in job growth during 2001 a nd 2002, the
P hoenix-Mes a  MS A continues  to benefit from s trong popula tion growth, with a n es tima ted a dditiona l 957,000
people  m oving to the  m e tropolita n a rea  be tween 2000 a nd 2007. The  Va lley wea the red the  2001 reces s ion
rela tively well, with employment growth dipping by only a  tenth of a  percent in 2002, and pos itive growth returning



in 2003. J ob growth wa s  s trong in 2005 a nd 2006, growing 6.2% a nd 6.0% res pective ly. While  2007 s lowed,
pre lim ina ry ind ica tions  a re  tha t jobs  gre w 3 .2%. P opula tion  growth  is  e xpe c te d  to  de c line  g ra dua lly to
approximately 3.3% annually from the 4.3% range seen in the pas t few years .

Table 1 summarizes  several key economic s ta tis tics  over recent years .

TABLE 1 - His to ric a l Gro wth  S ta t is t ic s

Year

2002 ..

2003 U

2004..

2005 N

2006..

Phi-Mesa MSA
Personal Income

($ billions)(4)

100.8

105.5

114.9

125.7

137.0

N/A2007..

State of Arizona
Population

(thousands)(l)

5,471

5,643

5,845

6,078

6,305

6,500

Phi-Mesa
MSA

Population
(thousands)(l)

3,486

3,609

3,755

3,928

4,093

4,235

Phi-Mesa MSA
Non-Agricultural
Wage & Salary
Employment
(thousands)(2)

1,596
1,620

1,684

1,788

1,895

1,955

Phi-Mesa
MSA

Residential
Permits(3)

47,899

54,860

65,259

62,617

44,280

36,963

(1) Arizona Department of Economic Security and Maricopa County Association of Governments, numbers are estimates as of
July let each year.

(2) Arizona Department of Economic Security, 2007 preliminary.
(3) U.S. Census Bureau, "Housing Units Authorized by Building Permits", 2007 preliminary.
(4) U.S. Bureau of Economic Analysis, 2006 preliminary.

Afte r growing very ra pidly through 2005 a nd 2006, the  metropolita n P hoenix economy s lowed in 2007 a nd
trended toward its  long-term growth pace, which rema ins  s tronger than the na tion a s  a  whole. Through November
2007, the Phoenix-Mes a  MSA's  job growth ra nked 125'*' a mong the na tion's  369 metropolita n a rea s . The 32,000
jobs  crea ted in the  P hoenix during the  12-month period ending November 2007 ra nked 10th in the  na tion. The
November 2007 unemployment ra te was  5th lowes t in the na tion. This  s trong rela tive performance, combined with
the rela tively a ffordable cos t of living, continues  to drive loca l popula tion growth.

Employment growth in the  a rea  ha s  his torica lly compa red fa vora bly to na tiona l figures . From 2000 through
2007, employment increased an es timated 24% for the Phoenix-Mesa  MSA and 21% for the s ta te, while the na tiona l
figure  wa s  only 4.7%. Unemployment ra tes  for the  Phoenix-Mes a  MSA a re  typica lly below the  na tiona l a vera ge.
S ea s ona lly a djus ted unemployment ra tes  for the  P hoenix-Mes a  MS A, Arizona , a nd the  United S ta tes  a re  lis ted
be low:

Comparative Unemployment Rates

December 2007 December 2006 December 2005
P hoenix-Mes a  MS A..
Arizona  .
United Sta tes  .

4.1%
4.7%
5.0%

3.5%
4.1%
4.4%

3.9%
4.5%
4.8%

Source:US Department of Labor,Bureau ofLabor Statistics. Rates are seasonally adjusted.

While Profes s iona l and Bus ines s  Services , Trade, Transporta tion, and Utilities , and Government make up the
ma jority of loca l employment, Cons truction a nd Fina ncia l Activities  a ccounted for a  la rge  percent of job growth
over the rea l es ta te boom the pas t few years . In 2007, this  employment growth dramatica lly s lowed, even ending the
year with nega tive growth in the Cons truction sector. The Dis trict expects  to see continued weakness  in these a reas ,
a long with softnes s  in Manufacturing and Infonna tion. Rela tively s trong growth in the rema ining sectors  is  keeping
tota l job growth a floa t.
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Phoenix-Mes a  MSA Em ploym ent
(thous ands )

Year
2 0 0 2 .
2 0 0 3 .
2 0 0 4 .
2 0 0 5 .
2 0 0 6 .
2 0 0 7 .

Natural
Resources &

Mining
2.2
2.0
2. 1
2.2
2.7
3. 1

Construction
126.1
129.3
141.6
163.9
184.7
182.5

Manufacturing
137.5
130.9
131 .9
136.5
140.3
138.8

Trade,
Transportation,

& Utilities
325.5
328.9
340.6
362. 1
379.5
393.3

Information
39.4
37.4
34.6
33.3
32.9
31.8

Financial
Activities

131.2
134.5
138.7
147.0
154.2
157.9

Year
2 0 0 2 .
2 0 0 3 .
2 0 0 4 .
2 0 0 5 .
2 0 0 6 .
2 0 0 7 .

Professional &
Business Services

253.5
258,6
273.8
296.8
320.6
339.0

Education &
Health Services

153.0
163.3
173.6
184. 1
195.3
202.9

Leisure &
Hospitalitv

153.5
156.0
161 .9
170.4
180.7
190.8

Other Services
61.6
62.5
64.2
66.0
73.0
77.6

Government

212.7
216.5
220.8
225.5
230.7
237.5

Source: State of Arizona, Department ofEcollomic Security.

The Phoenix-Mes a  MSA is  home to s evera l corpora te headqua rters : US Airways  Group, Inc., ASARCO, Allied
Was te, AVNET, Bes t Wes tern Interna tiona l, Del Webb Corpora tion, Ins ight Enterpris es , PetSmart, Phelps  Dodge,
U-Haul, and Vied. In addition, American Expres s  Company, The Prudentia l Insurance Company of America , S ta te
Farm Mutua l, Sentry Insurance Co. and Southwes t Airlines  have regiona l offices  in the Phoenix-Mesa  MSA.

Strong popula tion growth continues  to drive the reta il market a lthough indica tions  of the s low down a re s ta rting
to manifes t in vacancy ra tes . Reta il space vacancy ra tes  declined from 16.3% for 1990 to 5.3% for 2000. Vacancy
ra te s  ros e  during the  reces s ion, dropped to a nothe r low a round 2006, a nd now s ta nd a t a bout 6.0%. Reta il
cons truction a nd net a bs orption were  s trong in 2007, but a t a  s lightly s lower pa ce tha n in the  pa s t couple  yea rs .
Office  va ca ncy ra tes  dropped below 10% in 2000 from highs  in the  mid-twenty percent ra nge in the  ea rly 1990s .
The s lowing economy ra ised office vacancy ra tes  for a  few yea rs , but the ra tes  have s ince fa llen, with 2006 seeing
nea r record-low va ca ncy ra tes . During 2007, ra tes  modera ted a nd s ettled in a round 14% va ca ncy, Indus tria l rea l
es ta te activity was  a lso s trong in 2006, with high levels  of absorption and activity, and vacancy ra tes  a round 6.0%.
In 2007, vacancy ra tes  rose s lightly, and are now around 8.0%.

The Phoenix rea l es ta te market has  been a  la rge driver of economic activity over the pas t severa l years . Permits
for new homes  hit a  pea k in 2004, a nd ha ve  s ince  re trea ted a s  builders  work through exis ting inventories . The
Dis trict predicts  tha t the hous ing market will remain soft for the next year or two before returning to an upward pa th
Softening hous ing prices  will encourage popula tion inflows  a s  long a s  regiona l job growth rema ins  a t or above the
national average

S ee  "S ELECTED OP ERATIONAL AND FINANCIAL DATA - Cus tom ers , S a le s , Revenues  a nd Expens es
here in

Irriga tion  and  Wate r Supp ly Sys tem

An his toric a nd continuing jus tifica tion of the  P roject lies  in providing a  s ta ble  a nd economic wa te r s upply
Agriculture in the pla ins  and va lleys  of south-centra l Arizona  a lmos t wholly depends  upon irriga tion due to the low
annua l ra infa ll

The  P roject provides  the  wa ter s upply for a n a rea  of a pproxima te ly 248,200 a cres  loca ted within the  ma jor
portions  of the  Cities  of P hoenix, Avonda le , Glenda le , Mes a , Tempe, Cha ndler, Gilbert, P eoria , S cotts da le  a nd
Tolles on



The wa ter s upply for the  wa ter s ervice  a rea  of the  P roject is  prima rily runoff from a  wa ters hed cons is ting of
13,000 squa re miles  which is  s tored in s ix reservoirs  opera ted by the Associa tion, four of which a re loca ted on the
Sa lt River and two on the Verde River. Additiona l wa ter is  provided by the As s ocia tion's  deep-well pumps  loca ted
within the boundaries  of the Project's  water service a rea .

The ava ilable wa ter supply is  important due to its  influence on the economy in the a rea . S ince the cons truction
of the dam and reservoir sys tem, the Project has  a lways  had sufficient water supply to meet the demands  for urban,
indus tria l a nd a gricultura l us es  within its  bounda ries . The Dis trict's  ma na gement believes  tha t under es ta blis hed
water rights  rela ting to water use and assuming a  continuation of his torica l precipita tion and usage pa tterns , the area
within the Project water service boundaries  has  a  dependable and assured water supply.

For the pa s t s evera l yea rs , the Southwes t, including the Project's  wa ters hed, ha s  experienced s erious  drought
conditions . Under its  contingency plan to manage supply and demand in periods  of wa ter shortage, the Associa tion
ha s  utilized increa s ed groundwa ter pumping a nd reductions  in wa ter a lloca tions . Additiona lly, during the  current
drought, the Associa tion has  been able to supplement its  wa ter supplies  through the use of wa ter from the Centra l
Arizona  Project, which has  been ava ilable for purchase or exchange. Even so, due to the s everity of the drought in
the Southwes t, the As s ocia tion reduced the a lloca tion of wa ter to its  s ha reholders  and to the va lley cities  by one-
third for ca lenda r yea rs  2003 a nd 2004. In 2005, a bunda nt winte r wa te rs hed precipita tion a nd runoff re filled
reservoirs  sufficiently to a llow the Associa tion to make full surface wa ter-only deliveries  to its  sha reholders . Winter
ra in a nd s now fa iled to m a te ria lize  in the  winte r of 2006 a nd 2007, s ugges ting tha t drought conditions  we re
continuing a s  anticipa ted, however, the winter of 2008 is  providing abundant ra in and snow which will result in full
s urfa ce wa ter deliveries  to As s ocia tion s ha reholders  once a ga in. Whether drought conditions  will re turn or not in
subsequent winters  remains to be seen.

The cities  of P res cott a nd P res cott Va lley, together with the  Town of Chino Va lley, ha ve a nnounced pla ns  to
withdra w groundwa te r from the  Big Chino Groundwa te r S ub-Ba s in a nd tra ns port the  wa te r to the ir res pective
s ervice a rea s  for municipa l a nd indus tria l us es . SRP oppos es  thes e pla ns  beca us e it believes  tha t s uch pumping
would deplete the base flow of the Verde River, which is  captured and s tored by two reservoirs  on the Verde River
for delivery to As s ocia tion s ha reholders . This  dis pute  is  s till in its  ea rly s ta ges  a nd the Dis trict ca nnot predict the
outcome a t this  time. However, the Dis trict does  not believe the dis pute will have a  s ignificant financia l impact on
the Dis trict or the Associa tion.

The  As s oc ia tion  a ls o  ope ra te s  a bou t 250  we lls  unde r a  pe rm it is s ue d  by the  Arizona  De pa rtm e n t o f
Environmenta l Qua lity (ADEQ) purs ua nt to the  permit progra m for the  Arizona  P olluta nt Dis cha rge  Elimina tion
Sys tem. The permit res tricts  the use of wells  having chemica l contamina tion above the permit levels . The number
of res tricted wells  ma y va ry by two or three  ea ch yea r a s  conta mina tion plumes  move or new conta mina tion is
dis covered. Approxima te ly 6% of As s ocia tion we lls  a re  not in opera tion for va rious  rea s ons , including pe rmit
res trictions , a nd purs ua nt to a  volunta ry a greement to cea s e  pumping to fa cilita te  the  s tudy a nd remedia tion of
contaminated groundwater in the area .

S e e  "THE ELECTRIC S YS TEM - Exis ting  a nd  Fu tu re  Re s ourc e s Moha ve  Ge ne ra ting S ta tion"
"LITIG ATIO N Water Rights" for a  discuss ion of additiona l matters  rela ting to irriga tion and water supply.

a nd

Telecom m unication Facilities

The  Dis trict ha s  ins ta lled a pproxima te ly 53,000 s tra nd-miles  of fiber optic ca ble  to s upport communica tion
activities  for its  wa ter and electric utility opera tions . Approxima tely 60% of the ava ilable capacity in this  sys tem is
surplus  to its  needs . The Dis trict has  a lso acquired, through exchanges  with other utilities  and telecommunica tions
carriers , other fiber optic capacity and has  entered into license agreements  with telecommunications  carriers , such as
Qwes t, Integra  Telecom, AT&T, Level 3 and AboveNet, among others , a s  well a s  with certa in enterprise cus tomers
to market this  excess  capacity, and receives  approximately $7.0 million per year in revenue from this  activity.

Additiona lly, the  Dis trict m a kes  a va ila ble  ce rta in e lectric  fa cilitie s  for the  purpos e  of co-loca ting wire le s s
antenna  sys tems  of commercia l wireles s  communica tions  service providers . The Dis trict a lso provides  a  number of
re la ted s ervices  to s uch s ervice  providers  in conjunction with this  a ctivity. The Dis trict genera tes  a pproxima te ly
$6.5 million per yea r from this  activity.
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Papago  Pa rk Cen te r

Papago Pa rk Center is  a  mixed-use commercia l development loca ted on land owned by the Dis trict adjacent to
its  a dminis tra tive  offices . The Dis trict a ccumula ted this  la nd over a  number of yea rs  for us e  by the  Dis trict. The
Dis trict cons tructed a  360,000 squa re foot facility in Papago Pa rk Center, which is  utilized principa lly by personnel
and equipment in the informa tion sys tems , planning, marketing and financia l s ervices  depa rtments  of the Dis trict
The 2009 through 2014 Ca pita l Improvement P rogra m does  not include funds  for a dditiona l office  buildings . The
Dis tric t's  long-ra nge  pla n include s  the  priva te  de ve lopm e nt of portions  of P a pa go P a rk Ce nte r (the  "P riva te
Development Area ")

The Dis trict ha s  entered into a  l00-yea r lea s e of a  portion of the P riva te  Development Area  with Pa pa go Pa rk
Center, Inc. ("PPCI"), a  wholly-owned, incorpora ted, and taxable subs idia ry of the Dis trict. Development activity in
the Priva te Development Area  has  s teadily increased s ince 1996. Lease payments  to the Dis trict were $2.18 million
and $2.02 million in fisca l years  2007 and 2006, respectively

New West Energy Corporation

In 1997, the Dis trict es tablished a  wholly-owned, taxable subs idia ry, New Wes t Energy Corpora tion ("New Wes t
Energy"), to market, a t reta il, energy ava ilable to the Dis trict tha t was  s urplus  to the needs  of its  reta il cus tomers
a nd energy tha t might ha ve  been rendered s urplus  in Arizona  by re ta il competition in the  s upply of genera tion
However, as  a  result of the turmoil in the wes tern energy markets , New Wes t Energy discontinued marketing excess
energy in 2001 , and is  now largely inactive

THE  E LE CTRIC S YS TE M

Area  Se rved

The Dis trict provides  electrica l s ervice to ma jor popula ted s ections  of Maricopa  County, a s  well a s  portions  of
P ina l a nd Gila  Countie s . Except the  City of Mes a , which ope ra te s  its  own s ys tem , a ll of the  citie s  within the
Dis trict's  s ervice  a rea s  a re  s erved in pa rt by the  Dis trict a nd in pa rt by Arizona  Public Service  Compa ny ("APS")
By agreement between the Dis trict and APS, the urban a rea s  and the adjacent s uburban a rea s  now s erved by the
Dis trict's  dis tribution s ys tem will continue to be  s o s erved even though the  la tter ma y be a nnexed to a  city in the
future . The  Dis trict a ls o provides  power directly for m ining loa d requirem ents , principa lly in P ena l a nd Gila
Counties

S e e  "CERTAIN FACTORS  AFFECTING THE ELECTRIC UTILITY INDUS TRY Competition in Arizona
here in for a  dis cus s ion of legis la tion permitting competition in genera tion s e rvice , billing, metering, a nd meter
rea ding

Projected Peak Loads and Resources

The Dis trict a nnua lly es tima tes  its  future  s a les  of energy by ta king into a ccount cus tomer growth, cha nges  in
cus tomer us a ge pa tterns  a nd his toric, a s  well a s  projected, wea ther da ta . The res ource  portfolio is  exa mined to
determine the expected sources  of power and energy that may be used to supply the es timated sys tem requirements

The projections  in Ta ble  2 repres ent the  Dis trict's  es tima te  of the  mos t proba ble  components  of s ys tem pea k
loa ds  a nd res ources  for fis ca l yea rs  2009 through 2014. The  projections  re flected there in a re  cons is tent with
indus try-wide experience and provide the ba s is  for the Dis trict's  current yea r opera ting budget. However, they a re
based on certa in assumptions  that, if not rea lized, may adversely affect such projections

The projections  shown in Table 2 do not reflect any sa les  of excess  capacity other than sa les  pursuant to exis ting
agreements . The resources  in exces s  of peak load a re expected to be genera lly gas - and oil-fired resources , which
are the Dis trict's  most expens ive resources  to opera te
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TABLE 2 - Projected Peak Loads and Resources (MW)

Fiscal Years Ending April 30

2009 2010 2011 2012 2013 z014

6.896
390

7.286

7.178
396

7.574

7.424
94

7.518

7.679
84

7.763

7.908
21

7.929

8.171
21

8.192

Annual Peak:(MW)(l)(2)
Service Territory System Requirements(3)(4)(5)
Sales for Resale

Total Peak Load(6)
Resources

Hydroelectric
Thermal

Gas and/or Oil

271 271

2.951
1.791

688
5

2.951
1.791

688
5

2.951
2.191

688
5

2.951
2_I91

688
5

3.576
2.191

4.426
2.191

155
696
100
100

154
694
100
100

694 694
0

300

100 100100
135
650
401

8.043
757

12.3

100
1 10
925
436

8.325
751

12.2

625
328

8.317
799
12.3

225
1179

8.668
905
12.4

1304
8.874 9.174

Nuc lea r
S olar and Renewables

P urchas ed
Federa l Hydro P ower
CAW CD/Nava jo S urplus  (7)
AEP CO v Arizona  Elec tric  P ower Coope ra tive
TEP  - Tucs on Elec tric  P ower Company ("TEP ") (8)
Tri-S ta te  - Tri-S ta te  Genera tion and Trans mis s ion As s oc ia tion

Inc . ("Tri-S ta te") (9)
Exis ting P urchas ed Renewables
Other Exis ting
New P urchas es

Total Res ources
Total Res ources  in Exces s  of Total P eak Load
P lanned Res erve P ercentage(l0) 12.4

(1) The forecasts were made in the fall of 2007, which was the beginning of the annual planning period
(2) Peak normally occurs in the June through September months of the prior calendar year (the beginning months of the fiscal

year)
(3) The non-discriminatory access language in the Electnlc Power Competition Act requires the District to be able to meet all

distribution area loads under 100,000 kph, even if some retail customers elect to be served by others. No Distn'ct retail
customers are being served by others

(4) Peak demand has been reduced by the cumulative impact of conservation programs that the District has sponsored for more
than a decade

(5) Intemiptible loads are not included in Service Territory System Requirements or in the reserves calculation because these
loads are not expected to be on line during the peak

(6) The peak load value is the total peak load occurring coincident with the District's system peak requirements
(7) Navajo Surplus is electrical capacity and energy made available to the District from the entitlement in Navajo Generating

Station that the United States Bureau of Reclamation holds for the purpose of supplying the power requirements of the
Central Arizona Project when such amount is surplus. The current contract tern extends through September 30, 201 l. A
new long-term contract for 300 MW has been executed that will extend the contract 20 years. The 300 MW contract
extension is included in the forecast shown

(8) An agreement is in place with TEP to extend the 100 MW long-term contract to May 31, 2016. The 100 MW contract
extension is included in the forecast shown

(9) The District has a 30-year agreement with Tri-State to purchase 100 MW of capacity from Springerville Unit 3
Commercial operation of Unit 3 began on September l, 2006

(10) Cannot be derived solely from the information set forth in Table 2

R e s e r v e  Ta r g e t s

The District plans the addition of new generation based on a 12% reserve target. Because of the restructuring of
the electric utility industry and the significant financial exposure associated with carrying excess reserves, the
District has decided that a 12% reserve target represents an optimal planning target that balances both economics
and reliability
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Existing and Future Resources

The Dis trict ha s  va rious  res ources  a va ila ble  to it tha t permit it to provide  e lectricity in its  s e rvice  a rea . The
resources  include the genera ting facilities  owned solely by the Dis trict, genera ting facilities  in which the Dis trict has
an ownership interes t, and the Dis trict's  ability to enter into agreements  with others  to purchase power

Economic  Via bility of Exis ting Generation Assets . The exis ting genera tion as sets  have been and will continue
to be an integra l pa rt of the Dis trict's  long-term resource plans . These genera ting s ta tions  his torica lly have achieved
high a va ila bility a nd low forced outa ge ra tes  a s  compa red to indus try a vera ges . This  performa nce ca n la rgely be
a ttributed to prudent opera tiona l a nd ma intena nce pra ctices . Sus ta ining a nd improving this  performa nce will be
a chieved by continuing a  focus ed e ffort on preventa tive , predictive  a nd corrective  ma intena nce  a ctivities . By
combining thes e  pra ctices  with the  ongoing a pplica tion of engineering a nd technology improvements  the  Dis trict
will ensure tha t the future economic and opera tional va lue of exis ting assets  is  mainta ined

Summary of Exis ting Power Sources during the jis ca lye a r e nde d April 30, 2007. The Dis trict's  la rges t source
of e ne rgy during  the  fis ca l ye a r e nde d  April 30 ,  2007  wa s  the rm a l ge ne ra ting  fa c ilitie s ,  wh ich  s upp lie d
a pproxima te ly 69.9% of the  Dis trict's  tota l production. Hydroelectric genera tion provided a pproxima te ly 2.6% of
production with 1.2% coming from the Dis trict's  own hydroelectric pla nts  a nd 1.4% coming from purcha s es  from
the  Arizona  P owe r Authority ("AP A") a nd  the  Unite d  S ta te s  De pa rtm e nt o f Ene rgy,  We s te rn  Are a  P owe r
Adminis tra tion ("WAP A"). The  rema ining 27.5% ca me from va rious  other purcha s es  a nd renewa ble  res ources
Table 3 provides  more deta il on Dis trict power sources
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TABLE 3 .--- Fis ca l Year 2007 Dis tric t Power Sources

Capability
(MWNI)

% of
Total

Net Production
Amount

fMwhw21
% of
Total

Hydroelectric:
36
68

149
13
3
1
1

271

0.4%
0.8
1.8
0.2
0.0
0.0
0.0
3.3

94,615
89,937

178,651
44,125

3,576
2,059
2.544

415,507

0.3%
0.2
0.5
0.1
0.1
0.0
0.0
1.2

Therma l
1.3
2.0
3.1
5.0
2.7

14.6
7.1
9.5

45.2

(1,115) 0.0
0.0
1.9
0.4
0.0

11.2
3.5

17.3
34.3

106
165
250
407
219

1,193
577
773

3,690

3,886
667,758
138,436

7,767
4,049,683
1,274,915
6,219,260

12,360,590

Dis trict Genera tion:
One Hundred P ercent Entitlement -
Roosevelt Dam .
Mormon Fla t Da rn .
Horse Mesa  Darn .
S tewart Mounta in Dam..
Canal Plant (Crosscut)
Canal Plant (South Consolida ted)..
Arizona  Fa lls ..

Subtotal ..
One Hundred Percent Entitlement
Kyrene (S team)............
Kyrene (Gas  Turbine)
Kyrene (Combined Cycle) ..
Agua  Fria  (Steam)
Agua  Fria  (Gas  Turbine)..
Santan Combined Cycle .
Desert Bas in Combined Cycle..
Coronado Generating Sta tion ..

Subtotal ..
One Hundred P ercent Entitlement - Renewable

1
0(3)
4
5

0.0
0.0
0.0
0.1

1,544
1,564

17,083
20,191

0_0
0.0
0.0
0.1

Sola r..
Fuel Cells  ..
Alterna tive Fuels Tri-cities  La ndfill .

SUbtOtal.._......__....
Participa tion Plants

Navajo Genera ting Sta tion...
Four Corners  Genera ting Sta tion Units  4 &5 .
Mohave Genera ting Sta tion ..
Hayden Generating Sta tion ..
Cra ig Genera ting Sta tion ..
Pa lo Verde Nuclear Genera ting Sta tion..

Subtotal ..

489
150

0(4)
131
248
671

1,689

6.0
1.8
0.0
1.6
3.0
8.2

20.7

3,828,029
1,094,020

(6,653)
1,123,818
2,001,850
4.795.019

12,836,083

10.6
3.0
0.0
3.1
5.6

13.3
35.6

Purchases and Receipts(5) :
AP A - Arizona  P owe r Authority. .
WAP A Colorado River Storage Project ..
WAPA --- Pa rker-Davis  Dams
WAP A - CAWCD/Na va jo S urplus  ..
AEP CO - Arizona  Electric P ower Coopera tive  .
TEP  - Tucs on Electric P ower Compa ny .
TSGT - Tri-S ta te Genera tion & Transmis s ion.
Wind Power ..
Geothermal Power .
Renewables  - Other..
Others  .

Subtotal ..
TO TAL( l3 ) ..

73(6)
98(7)
49(8)

679(9)
100
100

0(10)
50
25
0(11)

1,338(12)
2,512
8.167

1.0
1,2
0.6
8.3
1.2
1.2
0.0
0.6
0.3
0.0

16.4
30.8

100.0

111,917
250,135
149,730

2,125,162
842,855
820,528
377,553
61,600

219,000
216,400

5,232,379(9)
10,407,259
36.039.630

0.3
0.7
0.4
5.9
2.3
2.3
1.0
0.2
0.6
0.6

14.5
28.9

100.0

(1) Load capability during summer system peak. Winter capability may be greater.
(2) Actual net production during the fiscal year ended April 30, 2007. Energy for pumped storage is not deducted.
(3) Fuel Cell capacity is  250 kw.
(4) Mohave suspended operations at the end of 2005. It is unlikely that the plant will return to service as a coal-tired facility.

See "THE ELECTRIC SYSTEM Existing and Future Resources - Mohave Generating Station" for additional discussion
of matters relating to Mohave.

(5) Purchase and receipt capabilities vary month to month. Listed are the capabilities for the peak month.
(6) Includes 38 MW wheeled for certain electrical/irrigation districts.
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(7) Inc ludes  43 MW  whee led for ce rta in e lec trica l/irriga tion dis tric ts
(8) Inc ludes  17 MW  whee led for S CIP
(9) Net of CAWCD pumping load and los s es  tota ling 58 MW that occurred coinc ident with s ys tem peak

(10) Thes e  res ources  became available  afte r the  s ummer s ys tem peak. Future  capability is  expected to be  l00Mw
(11) Thes e res ources  became available after the s ummer s ys tem peak
(12) S hort te rn purchas es  exc luding 200 MW  and 2,634,191 MW h ofbookouts
(13) Tota ls  may not add correc tly due  to rounding

De s e r t  Ba s in  G e n e ra t in g  S ta t io n . T h e  Dis t r ic t  h a d  a  te n -ye a r  P o we r  P u rc h a s e  Ag re e m e n t  ( "DBP P A")  th a t

c om m e n c e d  on  or a b ou t Nove m b e r 2 0 0 1  with  R e lia n t E n e rg y De s e rt Ba s in ,  LLC  ("R e lia n t")  for th e  p u rc h a s e  of 5 7 5
MW  of c a p a c ity p rod u c e d  a t  th e  De s e r t  Ba s in  G e n e ra t in g  S ta t ion  ("De s e r t  Ba s in ")  loc a te d  in  c e n tra l Ar iz on a .  In

2 0 0 3 ,  th e  D is t r ic t  a c q u ir e d  D e s e r t  Ba s in  a n d  t r a n s fe r r e d  t it le  to  D e s e r t  Ba s in  In d e p e n d e n t  T ru s t  ( "D BIT ") ,  a

De la wa re  s ta tu tory tru s t,  p u rs u a n t to  a  Le a s e  P u rc h a s e  Ag re e m e n t ( th e  "Le a s e  P u rc h a s e  Ag re e m e n t")  to  p rovid e  a

p o r t io n  o f th e  p e rm a n e n t  f in a n c in g  fo r  D e s e r t  Ba s in . In  a  c o n c u r re n t  t ra n s a c t io n ,  DBIT  is s u e d  $ 2 8 2 , 6 8 0 , 0 0 0

a g g re g a te  p rin c ip a l a m ou n t o f C e rtific a te s  o f P a rtic ip a tion  ("C e rtific a te s ")  e vid e n c in g  d ire c t  u n d ivid e d  in te re s ts  in

re n ta l p a yme n ts  ma d e  b y th e  Dis tric t p u rs u a n t to  th e  Le a s e  P u rc h a s e  Ag re e me n t.  A p ortion  of th e  p roc e e d s  from th e
s a le  of th e  C e rtific a te s  wa s  u s e d  to  s a tis fy th e  b rid g e  loa n  u s e d  to  a c q u ire  De s e rt Ba s in .  Th e  a c q u is ition  of De s e rt

Ba s in  re s u lte d  in  th e  c a n c e lla t ion  o f th e  DBP P A a n d  th e  Dis tr ic t  op e ra te s  De s e r t  Ba s in  c on s is te n t  with  its  o th e r

th e r m a l r e s o u r c e s .  S e e  "S E LE C T E D  O P E R AT IO N AL AN D  F IN AN C IAL D AT A -  Ad d it io n a l F in a n c ia l Ma t t e r s

for fu rth e r d is c u s s ion  of th e  fin a n c in g  of De s e rt Ba s in

S u n ta n  G e n e ra t in g S ta t io n . In  2 0 0 1 ,  th e  Ar iz on a  C orp o ra t ion  C om m is s ion  ("AC C ")  a p p rove d  a  c e r t ific a te  o f
e n viron m e n ta l c om p a t ib ility ("C E C ")  fo r  a  p rop os e d  e xp a n s ion  o f th e  Dis t r ic t ' s  S u n ta n  G e n e ra t in g  S ta t ion  in  th e

T own  o f G ilb e r t .  T h e  fir s t  o f th e  two  a d d it ion a l u n its  wa s  p la c e d  in to  c om m e rc ia l op e ra t ion  on  Ap r il l,  2 0 0 5 ,  a n d

th e  s e c on d  u n it  b e c a m e  c om m e rc ia l on  Ma rc h  l,  2 0 0 6 .  T h e  to ta l,  c om b in e d  c a p a b ility o f th e s e  u n its  is  a  n om in a l

8 2 5  MW

J o in t ly O w n e d G e n e ra t io n  F a c ilit ie s . T h e  Dis tr ic t  h a s  a n  own e rs h ip  in te re s t  in  s ix g e n e ra t in g  fa c ilit ie s .  T h e

p e rc e n t  p a r t ic ip a tion  o f th e  Dis tr ic t  a n d  th e  o th e r  p a r t ic ip a n ts  in  th e s e  fa c ilit ie s  is  s e t  fo r th  in  Ta b le  4 .  Ad d it ion a l

in form a tion  a b ou t e a c h  fa c ility fo llows  Ta b le  4
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TABLE 4 -- District Participation Interests in Existing Generating Facilities (1)

Navajo
Generating

Station

Four Corners
Generating

Station
Units 4 & 5

Mohave
Generating
Stati0n(2)

Ha yd e n
Ge n e ra t in g

S ta tio n
Un it  2

Craig
Generating

Station
Units 1 & 2

Palo Verde
Nuclear

Generating
Station

Projec t Capabilities
Tota l Continuous  Load Capabilities

1,570(3) l,580(4) 3,942(5)
Projec t Partic ipants
Dis trict

5.7
Department of Water & Power, Los

Ange le s  ("LADWP ")
EL Paso Electric Company ("El Paso")
Neva da  Power Compa ny ("NPC")
P la tte  River Power Authority
P a cifiCorp
Public Service Company of Colorado

("P S Co")
Public Service Company of New Mexico

("P n lvl")
Southern California  Edison Company

("S CE")
Southern Ca lifornia  Public Power

Authority ("S CP P A")
Tri-S ta te

7.0

U.S . Burea u of Recla ma tion ("USBR")
Total Percentage

24.3(6)
100.0% 100.0% 100.0% 100.0% 100,0% 100.0%

(1) Generally, if a default by any participant in the payment or performance of an obligation under a participation agreement
continues without having been cured or without the participant having commenced and continued to cure the default, then
the non-defaulting participants may suspend the right of the defaulting participant to receive its capacity entitlement. In case
of default, (l) each non-defaulting participant will bear a portion of the operation and maintenance costs otherwise payable
by the defaulting participant in the ratio of the non-defaulting participant's  respective capacity entitlement to the total
capacity entitlement of all non-defaulting participants, and (2) the defaulting participant will be liable to the non-defaulting
participants for all costs incurred by the non-defaulting participants pursuant to (1) and for all costs in operating the project at
a  reduced level of generation brought about by the reduction of the capacity entitlement of the defaulting participant
USBR's participation interest in the Navajo Generating Station is not subject to these suspension procedures, but USBR is
obligated to bear its proportionate share of the operation and maintenance costs of any defaulting participant in the Navajo
Generating Station. Currently there are no defaulting participants

(2) Mohave Generating Station suspended operations at the end of 2005 and it is unlikely the plant will return to service as a
coal-fired facility. See "THE ELECTRIC SYSTEM - Existing and Future Resources Mohave Generating Station" for
additional discussion of matters relating to Mohave
Amount shown is maximum capability. Normal continuous load capability is 1,500 MW
Amount shown is rnaxinrum capability. Normal continuous load capability is 1,400 MW
Amount shown is maximum capability. Nonnal continuous load capability is 3,942 MW
The District holds legal title to this percentage of the Navajo Generating Station for the use and benefit of USBR

(3)
(4)
(5)
(6)

Cra ig Ge ne ra ting S ta tion Units  1 & 2. The Dis trict owns  29% of Cra ig Genera ting S ta tion Units  l & 2, which
a re opera ted by Tri-S ta te . The two 428 MW coa l-tired genera ting units  commenced opera tions  in 1981 and 1979
res pectively. The Cra ig Genera ting S ta tion Units  1 & 2 a re  loca ted in the  Ya mpa  Va lley nea r the  City of Cra ig in
northwes tern Colorado. The Dis trict's  entitlement to power and energy from Cra ig Genera ting S ta tion Units  1 & 2
like the power and energy from Four Corners  Genera ting Sta tion Units  4 & 5 and Hayden Genera ting Sta tion Unit 2
is  s ubject to a  dis pla cem ent a rra ngem ent with WAP A. P ower a nd ene rgy is  de live red to WAP A a nd us ed for
WAPA's  cus tomers  loca ted in Colora do, New Mexico, Uta h a nd Wyoming. WAP A delivers  a  s imila r a mount of
power a nd energy to the  Dis trict from the Glen Ca nyon Hydroelectric Genera ting S ta tion. This  is  a  dis pla cement
arrangement that reduces  transmiss ion inves tment, operating expenses  and energy losses  both for WAPA and for the
Dis trict
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S ee  "THE ELECTRIC S YS TEM - Exis ting a nd Future  Res ources
supply for the Cra ig Genera ting Sta tion Units  1 8; 2

Coa l" for comments  rela ting to the coa l

Fo u r Corne rs Generating S ta tion Units 4  & 5 . The Four Corners  Genera ting S ta tion Units  4 & 5, opera ted by
APS, a re loca ted on the Nava jo Indian Res erva tion nea r Shiprock, New Mexico. The Dis trict owns  10% of Units  4
a nd 5, two 785 MW (ma ximum ca pa bility) coa l-tired genera ting units , which commenced opera tions  in 1969 a nd
1970, respectively. Coal comes  from area  mines  loca ted on the Navajo Indian Reserva tion

supply for the Four Corners  Genera ting Sta tion Units 4 & 5
Coa l " for comments  rela ting to the coa l

See "THE ELECTRIC SYSTEM W Environmental Matters - Navajo Generating Station and Four Corners
Generating Station Units 4 &5" for a discussion of administration of federal environmental laws by Indian tribes

See "LITIGATION - Environmenta l Is s ues " for a  dis cus s ion of certa in Na va jo environmenta l la ws

Hayden Genera ting S ta tion Unit 2 . The Dis trict owns  50% of Ha yden Genera ting S ta tion Unit 2, a  262 MW
coal-fired genera ting unit, which commenced opera tions  in 1976 and is  loca ted in Hayden, Colorado. Public Service
Company of Colorado ("PSCo") is  the opera ting agent. PSCo is  an opera ting company within Xcel Energy

S e e  "THE ELECTRIC S YS TEM Exis ting and Future Resources
supply for the Hayden Genera ting Sta tion Unit 2

Coa l " for comments  rela ting to the coa l

Nava jo Ge ne ra ting S ta tion. The Nava jo Genera ting S ta tion ("NGS"), loca ted on the Nava jo Indian Reserva tion
nea r P a ge  in Northern Arizona , cons is ts  of three  750 MW coa l-fired, s tea m-e lectric genera ting units . The  units
commenced commercia l opera tions  in 1974, 1975 a nd 1976, res pective ly. The  fa cility a ls o includes  a n e lectric
ra ilroad for fuel delivery and 500 kV transmiss ion lines  and switching s ta tions  to deliver the power and energy to the
va rious  pa rticipants . The Dis trict owns  21.7% of NGS and is  the opera ting agent of the genera ting s ta tion and the
ra ilroa d. The  NGS  coa l s upply is  s urfa ce-mined a nd de livered from the  Ka yenta  Mine , which is  loca ted on the
Nava jo and Hopi Indian Reserva tions  in Northern Arizona

S e e  "THE ELECTRIC S YS TEM - Environm e nta l Ma tte rs Na va jo Ge ne ra ting S ta tion a nd Four Corne rs
Ge ne ra ting  S la fion  Units  4  & 5" for a  dis cus s ion of environm enta l cons ide ra tions  with re s pect to NGS , a nd
adminis tra tion of federa l environmenta l laws  by Indian tribes

S e e  "THE ELECTRIC S YS TEM - Exis ting  a nd Future  Re s ource s -  C o a l
S upply" for dis cus s ions  re la ting to  the  NGS  coa l s upply, a nd "LITIGATION
discuss ion of certa in Nava jo environmenta l laws

nm a n d  "LITIG ATIO N -  C o a l
Environm enta l Is s ues " for a

Moha ve Genera ting Sta tion. The  Dis trict owns  20% of the  Moha ve  Genera ting S ta tion ("Moha ve"), which
cons is ts  of two 790 MW coa l-tired units . Moha ve commenced opera tions  in 1971 a nd is  loca ted in Cla rk County
Neva da , on the  Colora do River. S CE is  the  opera ting a gent. Fuel is  s upplied by a  s lurry pipeline  from the  Bla ck
Mes a  Mine  loca ted on the  Na va jo a nd Hopi India n Res e rva tions  in Northe rn Arizona . Pea body Wes tern Coa l
Company ("Peabody") opera tes  the mine under leases  with both tribes

In 1999, S CE, the  Dis trict, NP C, a nd LADWP  (the  "Moha ve  P a rticipa nts ") entered into a  s e ttlement with the
Sierra  Club, the Grand Canyon Trus t and the Na tiona l Parks  Conserva tion Associa tion tha t required the ins ta lla tion
of certa in pollution a ba tement equipment by the  end of 2005 for the  pla nt to continue  opera ting a s  a  coa l-fired
electric genera ting fa cility. In a ddition, the  initia l te rm of the  a greement with P ea body to s upply coa l to Moha ve
expired a t the end of 2005 and the Nava jo Na tion and the Hopi Tribe demanded tha t the pumping of wa ter from the
Nava jo Aquifer for the s lurry pipeline s erving Mohave cease. The Mohave Pa rticipants  refused to commit to ins ta ll
the pollution abatement equipment without reasonable assurance tha t water would be available to enable the delivery
of coa l to the plant. Consequently, the plant suspended opera tions  a t the end of 2005. The Mohave Participants , the
Nava jo Na tion, the Hopi Tribe and Peabody participa ted in media tion for an a lterna tive source of wa ter for the mine
and the s lurry pipeline if the life  of Mohave were extended, and to res olve other rela ted is s ues . However, SCE, a s
well a s  the other two pa rticipa nts , LADWP a nd NPC, a dvis ed the Dis trict in J une 2006 tha t they did not intend to
proceed with efforts  to extend the life of Mohave. The media tion efforts  continued, but subsequent efforts  of SCE to
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s ell the plant a s  a  coa l-fired plant, and the Dis trict's  efforts  to acquire the other pa rticipants ' interes ts  in the plant
were unsuccess ful. Although the Dis trict continues  to eva lua te its  options , it is  unlikely tha t the plant could return to
s ervice  a s  a  coa l-fired genera tion s ource. See "LITIGATION - Coa l Supply" for a  dis cus s ion of the  other pending
is s ue s . S e e  "THE ELECTRIC S YS TEM P rojected P ea k Loa ds  a nd Res ources  - Ta ble  2, Footnote  7" for a
discuss ion of matters  rela ting to Mohave

The Dis trict has  included funding in its  Capita l Improvement Program to cover the cos ts  of a lterna te resources
a nd ha s  a lrea dy repla ced a  portion of the  energy it would ha ve received ha d Moha ve continued opera tions . The
Dis trict is  cons idering s evera l options  for repla cing the  ba la nce  of its  energy s upply from Moha ve including s e t
build options  and purchases  from others

During fis ca l yea r 2003, faced with the complex and contentious  is sues  involved in the media tion noted above
a nd the potentia l clos ure  of the  pla nt a t the  end of 2005, the  Boa rd a uthorized the  recovery of the  ba la nce of the
Dis trict's  inves tment in Moha ve in its  revenue requirements  prior to the  clos ure  of the  pla nt. In a ccorda nce  with
accounting s tandards  for ra te-regula ted enterprises  (SFAS No. 71), a  Mohave regula tory a s set was  es tablished for
$78.0 million during the fis ca l yea rs  ended April 30, 2003, 2004 and 2005, and is  being recovered over a  ten-yea r
period which began in fisca l year 2006. At April 30, 2007, the Mohave net regula tory asset was  $67,600,000

S e e  "THE ELECTRIC S YS TEM - Exis ting  a nd Future  Re s ource s
Supply" for a  discuss ion of matters  rela ting to the coa l supply for Mohave

Coal cm a nd  "LITIG ATIO N Coa l

Pa lo Ve rde  Nuc lea r Gene ra ting Station. The  Dis trict owns  17.49% of the  P a lo Verde  Nuclea r Genera ting
S ta tion ("P VNGS "), loca ted nea r Winte rs burg, Arizona . P VNGS  origina lly cons is ted of three  nom ina lly s ized
1,270 MW pres s urized wa ter nuclea r genera ting units . AP S  is  the  project ma na ger a nd opera ting a gent. The
Dis trict decla red Units  l, 2 and 3 in commercia l opera tion in 1986, 1986, and 1988, respectively

The  Nuclea r Regula tory Com m is s ion (the  "NRC") ha s  reviewed the  opera tions  a t P VNGS  a nd, in a  public
meeting held a t the plant in December 2007, reported tha t the plant needs  improvement in severa l a reas  following a
decline in perfonnance s ince 2003. In Februa ry 2008, the NRC is sued its  fina l Inspection Report documenting the
a rea s  of degra ded performa nce a nd a  revis ed Confirma tory Action Letter ("CAL") deta iling the corrective a ctions
needed by P VNGS to return the plant to nomina l regula tory overs ight. It may take an additiona l 18 - 24 months  for
these actions  to be completed to the point tha t the NRC will close the CAL and return the plant to nonna  overs ight
In the mean time, PVNGS will rema in one of the mos t regula ted nuclea r plants  in the country and will continue to
face increased NRC overs ight and inspections

The s team genera tors  have been replaced in a ll three units  resulting in an increase of about 55 MW net output
(9.5 MW as  the SRP share) in each of Units  l and 2. A11 increase of approximately 55 MW net output is  expected in
Unit 3, which returned to service in January 2008

S e e  "CERTAIN FACTORS  AFFECTING THE ELECTRIC UTILITY INDUS TRY
for a  discuss ion of liability is sues

Nuclea r P la nt Ma tters

Purchas ed Power. The Dis trict supplies  a  portion of its  energy and demand requirements  with purchased power
from s evera l s ources  a s  s hown in Ta ble  3. In fis ca l yea r 2007, a pproxim a te ly 14.4% of the  Dis trict's  ene rgy
requirements  were met with long-tenn power purchases . An additiona l 14.5% was  met with short-term purchases

The Dis trict has  multiple long-term contracts  to purchase power from WAPA including a  new contract executed
September 28, 2007, to purchase Nava jo Surplus  power with deliveries  to begin June l, 2012. This  purchase is  for
300 MW during the eight super-peak hours  of every day, June through Augus t, and the term runs  through September
30, 2031. This  purcha s ed power a greement is  included in the  "Purcha s edz CAWCD/Na va jo Surplus " ca tegory of
Table 2. The expira tion da tes  of these contracts  span the period from September 30, 2011 to September 30, 203 l
In fis ca l yea r 2007, a  tota l of 899 MW pea k ca pa city wa s  a va ila ble  under va rious  contra cts  with APA, CRSP, the
Parker-Davis  Project, and the CAWCD

The Dis trict ha s  individua l long-term power purchase contracts  with AEPCO and TEP. Each contract provides
for the  Dis trict to purcha s e  100 MW of firm  power. Thes e  contra cts  will expire  in fis ca l yea rs  2011 a nd 2012
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respectively. The Dis trict has  an agreement with TEP for a  five-yea r extens ion of its  contract to 2016 with a  further
extens ion to 2021. if certa in conditions  a re met

S ee  "S ELECTED OP ERATIONAL AND FINANCIAL DATA - Cus tomers , S a les , Revenues  a nd Expens es
Contra ctua l Obliga tions  Re la ting to Bonds  of Othe r Politica l Subdivis ions " here in

See "LITIGATION - Ga s  Supply" for a  dis cus s ion of fuel s upply is s ues

Future  Re s ource s . The Dis trict eva lua tes  its  options  for obta ining reliable resources  on a  lowes t pos s ible cos t
ba s is . In a ddition to the  potentia l future  res ource  options  des cribed below, the  Dis trict ba la nces  s hort- te rm a nd
long-term energy purchases , refinements  to its  conserva tion programs, building its  own new genera tion and ventures
with other pla nt deve lopers  to a cquire  the  output from other pla nts  be ing cons tructed. Arizona  a nd ma ny other
wes tern s ta tes  have either deferred or re-examined the implementa tion of deregula tion of the electric indus try. As  a
result, certa in merchant genera tors  a re seeking buyers  for sa les  of power from, or purchases  of, their plants , both in
opera tion or under cons truction. Cons is tent with its  acquis ition of the Desert Bas in Project, the Dis trict continues  to
eva lua te these developments , which could include the acquis ition of other exis ting genera tion facilities

S p ringe rville  Ge ne ra ting S ta tion. In 2001 the  Dis trict ente red into a n a greem ent with UniS ource  Ene rgy
Development Company ("UniSource") for the joint development of two additiona l coa l-fired genera ting units  (Units
3 a nd 4), a pproxima te ly 400 MW ea ch in s ize , to be  loca ted a t the  exis ting S pringerville  (Arizona ) Genera ting
Sta tion. Under an amendment to the agreement, da ted October 20, 2003, the Dis trict entered into a  30-yea r power
purcha s e a greement (the "PPA") to purcha s e 100 MW of ca pa city from Unit 3, which wa s  developed by Tri-S ta te
and placed in s ervice in 2006. In addition, the Dis trict received the right to cons truct the fourth unit (Unit 4) a t any
time during the term of the PPA. The Dis trict origina lly held s uch rights  in a  wholly-owned, taxable limited liability
com pa ny,  S pringe rville  Four,  LLC, bu t s uch  righ ts  we re  a s s igne d  to  the  Dis tric t on  Fe brua ry l,  2007  a nd
Springerville Four was  dis solved in April 2007. The Dis trict has  begun cons truction of Unit 4 and expects  it to be in
s ervice  by the  end of ca lenda r yea r 2009. Cons truction of Unit 4 is  a nticipa ted to cos t a pproxima te ly $1 billion
UniS ource 's  a ffilia te , TEP , opera tes  Units  l, 2 a nd 3 a nd will opera te  Unit 4 upon comple tion. A portion of the
proceeds  of the 2008 Series  A Bonds  is  expected to be applied to the payment of such cos ts . The ba lance of such
cos ts  is  expected to be funded from interna lly genera ted funds . (See "Capita l Improvement Program")

Transmis s ion. Electricity from the Dis trict's  divers ified genera tion resource mix is  delivered to cus tomers  over
a  complex and reliable transmiss ion sys tem, which is  integra ted into the grid tha t connects  transmiss ion lines  in the
Wes t. The  Dis trict owns  tra ns mis s ion s ys tems  tha t de liver e lectricity from its  genera ting res ources  to its  loa ds
However, whenever it was  not prudent to build a  new transmis s ion sys tem, the Dis trict a cquired contract rights  on
transmis s ion sys tems  owned by others . In addition to utilizing its  transmis s ion sys tem to deliver electricity from its
genera ting resources , the Dis trict uses  its  transmiss ion sys tem to access  genera tion resources  produced by others  to
sell excess  electricity, and to transmit energy for others  when surplus  transmiss ion capacity is  available

The  Dis tric t,  a long with  o the r u tilitie s  in  Arizona ,  Ne w Me xico,  Colora do,  Wyom ing, Ne va da ,  S outhe rn
California  and Wes t Texas , has  developed a  regiona l transmiss ion organiza tion known as  Wes tConnect to focus  on
the  des ign a nd implementa tion of regiona l wholes a le  ma rket a nd tra ns mis s ion enha ncements . The  utilitie s  in
Wes tConnect include both Federa l Energy Regula tory Commis s ion ("FERC") juris dictiona l a nd non-juris dictiona l
entities . They ha ve  developed a nd implemented wes TTra ns .ne t, a  common computer web s ite  for tra ns mis s ion
res erva tion us ed by 23 utilities  throughout the  Wes t, a n extens ive regiona l tra ns mis s ion pla nning proces s , a nd a
proce s s  fo r pe riod ic  re vie w of tra ns m is s ion  provide rs ' tra ns m is s ion  tra ns fe r ca pa bility m e thodology a nd
ca lcula tions

Fue l S upply. The Dis trict's  projected us e  of fuel a nd other energy s ources  by type is  s hown on the  following
ta ble , which s umma rizes  the  Dis trict's  va rious  s ources  of energy a s s uming the  mos t e fficient utiliza tion of the
facilities  expected to be ava ilable for the da tes  indica ted
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TABLE 5 - Summary of Projected Energy Sources
(expressed as a percentage of total sources)

Fiscal Year
Ending April 30 Gas/Oil Renewables

Lo n g  Te rm
Purchas esHvdro(1)

3.1%
3.0%
2.9%
2.8%
2.8%
2.7%

17.8%
16.7%
16.3%
21.7%
24.3%
27.2%

34.3%
352%
400%
39.1%
389%
368%

Nuclear
13.2%
12.8%
12.7%
12.4%
12.0%
11.7%

0.1%
0.1%
0.1%
0.1%

11.3%
11.0%
10.0%
5.0%
2.4%
2.5%

Other
Purchases(2)

20.2%
21 .2%
18.0%
18.9%
19.5%
19.0%

(1) Includes hydro purchases
(2) Includes renewable energy purchases

Co a l . H a y d e n  G e n e r a t i n g  S t a t i o n  Un i t  2 ,  N G S ,  F o u r  C o r n e r s  G e n e r a t i n g  S t a t i o n  Un i t s  4  &  5 ,  M o h a v e ,  a n d

Cra ig  G enera t ing  S ta t ion  Uni t s  1  & 2  a r e  coa l -f i r ed  genera t ing  u ni t s .  T he coa l  su pply  cont r a c t  for  t he  Fou r  Corner s

G enera t ing  S ta t ion  ha s been extended to  J u ly  2 0 1 6 .  T he coa l  su pply  cont r a ct  for  N G S wi l l  expi r e  in  Apr i l  2 0 1 1 ,  a nd

fo r  t h e  H a y d e n  G e n e r a t i n g  S t a t i o n  a t  t h e  e n d  o f  2 0 1 1 , T h e  t wo  c o a l  su p p l y  c o n t r a c t s  fo r  t h e  C r a i g  G e n e r a t i n g
Sta t ion  expi r e  J u ly  l ,  2 0 1 4  a nd D ecember  3 1 ,  2 0 1 7 ,  r espect ively .  T he D ist r i c t  bel i eves i t  wi l l  be  a ble  to  obta in  coa l

fr om t hese  o r  o t her  sou r ces  fo r  t he  r ema i nder  o f  t he  depr ec i a b l e  l i fe  o f  ea ch  p l a n t .  Appr ox i ma t e l y  2 0 % of  t he  coa l

r e q u i r e m e n t s  f o r  U n i t s  l  &  2  o f  t h e  C r a i g  G e n e r a t i n g  S t a t i o n  a r e  p u r c h a s e d  p e r i o d i c a l l y  t h r o u g h  s p o t  m a r k e t

so l i c i t a t i ons .  T he  D i s t r i c t  expec t s  t o  so l i c i t  p r oposa l s  fo r  coa l  su pp l i es  fo r  Spr i nger v i l l e  Uni t  4  i n  ea r l y  2 0 0 8 .  See

T H E  E L E C T R I C  S Y S T E M E x i s t i n g  a n d  F u t u r e  R e s o u r c e s M o h a v e Ge n e ra t in g  S ta t io n  " fo r  fu r t h e r

d i scu ssion  of the  Moha ve G enera t ing  S ta t ion

For yea rs  2007 through 2015, Rio Tinto Energy America  formerly known as  Kennecott Energy, will provide the
coa l required by the Coronado Genera ting S ta tion ("CGS"), up to an 81% capacity factor, with anything above tha t
being obta ined from the spot market. The Dis trict believes  it can continue to meet the coa l requirements  for CGS

E xcep t  fo r  M oha ve ,  whose  coa l  su pp l y  con t r a c t  exp i r ed  a t  t he  end  o f  2 0 0 5 ,  t he  s t ock p i l e s  o f  coa l  fo r  a l l  coa l

fi r ed genera t ing sta t ions a re a t  or  a bove a ccepta ble levels for  norma l  opera t ions

There a re a  number of disputes  involving either litiga tion or a rbitra tion concerning the coa l supply agreements  a t
the  NGS a nd Moha ve. The Dis trict does  not believe  tha t thes e  dis putes  will ha ve ma teria l a dvers e  effects  on its
opera tions  or financia l condition. However, fina l resolution of any of these disputes  cannot be predicted a t this  time
S e e  "LITIGATION Coal Supply" for additiona l discuss ion of coa l supply litiga tion or a rbitra tion

Na tura l Gas . The Dis trict utilizes  na tura l gas  a lmos t exclus ively to fuel its  oil or gas -tired units  in the Phoenix
Mesa  MSA and plans  to continue to do so a s  long a s  na tura l gas  rema ins  ava ilable a t cos ts  tha t a re economica lly
favorable over other a lterna tives . The Dis trict purchases  na tura l gas  pursuant to energy risk management policies
a nd tra ding s tra tegies  des igned to minimize  fina ncia l a nd opera tiona l ris k while  ens uring tha t s ufficient ga s  is
ava ilable to serve the cus tomers  of the Dis trict

Natura l gas  price hedging is  primarily accomplished through the use of financia l ins truments  such as  exchange
traded futures  and options  contracts  and "over the counter" swaps  and options  contracts . Hedging activities  focus  on
a  rolling two to three  yea r period into the  future  re la tive  to the  Dis trict's  re ta il cus tomer dema nd. See  "CERTAIN
FACTORS  AFFECTING THE ELECTRIC UTILITY INDUS TRY Dis trict's  Pos ition Rega rding Utility Indus try
Developments  - Energy Ris k Ma na gement P rogra m" here in, for a  dis cus s ion of the  Dis trict's  Ris k Ma na gement
Program

Natura l gas  s torage contracts  a re utilized to ba lance supply and demand as  well a s  help manage price risk and
ens ure  re lia ble  delivery. Na tura l ga s  is  delivered to the  Dis trict's  genera ting fa cilities  via  tra ns porta tion contra cts
with El Paso Na tura l Gas  Company. In addition, the Dis trict has  entered into a  fifteen-yea r transporta tion contract

ga s  s upply under tha t contra ct in 2008. Additiona lly, the  Dis trict encoura ges  pa rties  to cons ider development of
na tura l gas  s torage fields  in Southern Arizona
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In October 2007, the  Dis trict ente red into a  30-yea r ga s  purcha s e  a greement with the  S a lt Verde  Fina ncia l
Corpora tion, a n Arizona  nonprofit corpora tion, to  purcha s e  a pproxim a te ly 20% of its  proje cte d na tura l ga s
requirements  needed to serve reta il cus tomers . The Dis trict is  obliga ted to pay only for the gas  delivered under this
contract

Nuc lea r. The  nuclea r fue l cycle  for P VNGS  is  compris ed of the  following s ta ges : the  mining a nd milling of
uranium ore to produce uranium concentra tes , the convers ion of uranium concentra tes  to uranium hexafluoride, the
enrichment of uranium hexafluoride: the fabrica tion of fuel a s semblies : the utiliza tion of fuel a s semblies  in reactors
a nd the  s tora ge  a nd dis pos a l of s pent fue l. AP S , on beha lf of AP S , the  Dis trict, EP E, S CE, P NM, S CP P A, a nd
LADWP (the "Pa lo Verde Participants"), has  procured under contract 100% of the materia ls  and services  required to
provide  ura nium concentra tes  through the  yea r 2008, 100% of the  requirements  for convers ion s ervices  through
2008, 100% of the  requirements  for the  enrichment s e rvices  through 2010, a nd 100% of the  requirements  for
fabrica tion services  through 2016. APS is  examining uranium supplies  and fuel convers ion and enrichment services
to reduce  ris ks  a s s ocia ted with a ny s ingle  component of the  s upply cha in a nd to be tte r pos ition the  P a lo Verde
Participants  when the exis ting contracts  begin to expire

S e e  "CERTAIN FACTO RS  AFFECTING  THE ELECTRIC UTILITY INDUS TRY
herein, which includes  further discuss ion on spent nuclear fuel

Nuclea r P la nt Ma tters

Insurance and Liability Matters

The liability exposure of electric utilities  has  genera lly increased over time as  the divers ity and number of cla ims
a nd res ulting a wa rds  ha ve increa s ed. Electric utility ins ura nce  needs  ha ve increa s ed a ccordingly in the  a rea s  of
coverage and policy limits . In genera l, over the long-term, the commercia l insurance market has  not sa tis fied these
increased needs . The  commercia l ins ura nce  ma rke t is  highly cyclica l, with cycles  cha ra cte rized by pe riods  of
increas ing limits  and coverage with lower deductibles , followed by periods  of coverage and limit res trictions , higher
deductibles  and, in some cases , non-renewals  or cancella tions . As  a  result, severa l indus try mutua l companies  have
been formed to s erve the coverage and limit requirements  of the indus try, and the Dis trict has  placed a  ma jority of
its  lia bility a nd directors  a nd office rs  ins ura nce  with s uch m utua l ca rrie rs  to ens ure  long-te rm  s ta bility of its
insurance programs . The  Dis trict does  continue  to pla ce  s om e  lia bility cove ra ges  iii the  com m ercia l m a rke t
Additiona lly, in 2004 the Dis trict es ta blis hed SRP Ca ptive Ris k Solutions , Limited, a  wholly-owned s ubs idia ry, to
provide insurance coverage for cla ims  in excess  of $l,000,000, and for terroris t risks

Ins ura nce for boiler a nd ma chinery a nd property ris ks  in the pa s t wa s  obta ined prima rily from the commercia l
ma rke t, but a n increa s ing portion of tha t covera ge  is  now be ing pla ced with indus try mutua l compa nies . The
Dis trict believes  it ha s  a dequa te  covera ge a nd limits , a lthough ins urer competition in the commercia l ma rket ha s
been declining due to increas ing utility los s  experience, consolida tion of insurers  and declining inves tment income
These factors , as  well as  ca tas trophic losses  such as  the des truction of the World Trade Center and na tura l disas ters
such a s  Hurricane Ka trina , have periodica lly resulted in higher premiums  and deductibles  and res tricted limits  and
coverage. The Dis trict intends  to continue the use of commercia l ca rriers  to insure machinery and property risks  and
to expand the use of indus try mutua l insurance companies  to the extent adequa te capacity is  ava ilable. In response
to the tragic events  a t the World Trade Center in New York on September ll, 2001, the Dis trict has  taken additiona l
security measures  to protect its  Electric System and other assets

Environmental Matters

Ge ne ra l. The Dis trict's  policy is  to conduct its  opera tions  in compliance with a ll applicable federa l, s ta te, triba l
and loca l laws , regula tions , and rules  rela ting to the environment. The Dis trict ha s  implemented a  comprehens ive
compliance a s s urance program, including audits , to meet tha t goa l. However, due to continued changes  res ulting
from legis la tive , regula tory a nd judicia l a ctions , the re  is  no a s s ura nce  tha t fa cilitie s  owned by the  Dis trict will
rema in s ubject to the  regula tions  currently in effect, will a lwa ys  be  in complia nce  with future  regula tions , or will
a lwa ys  be  a ble  to obta in a ll required opera ting pe rmits . An ina bility to comply with environmenta l regula tions
could res ult in a dditiona l ca pita l expenditures  to comply, reduced opera ting levels , or the  comple te  s hutdown of
individua l electric genera ting units  not in compliance

S e e  "C E R TAIN F AC TO R S  AF F E C TING  THE  E LE C TR IC  UTILITY INDUS TR Y
further discuss ion of environmenta l is sues

Environm enta l" for
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S e e  "THE ELECTRIC S YS TEM - Environm e nta l Ma tte rs - Na va jo Ge ne ra ting S ta tion a nd Four Corne rs
Ge ne ra ting S ta tion Units  4 & 5" below for a  dis cus s ion of a dminis tra tion of federa l environmenta l la ws  by India n
tribes

Waste  Management. Many nonna  activities  in connection with the opera tion of the Project genera te haza rdous
and non-hazardous  wastes . Federal, s ta te, and local laws and regulations  governing waste management impose s trict
liability for cleanup cos ts  and damages  resulting from hazardous  subs tance release or contamina tion, regardless  of
time or loca tion, on those who genera te, transport, s tore, trea t, or dispose of haza rdous  was tes . At any given time
various  Project facilities  may be subject to inspection by federa l, s ta te, or loca l regula tory authorities  to determine
compliance with laws  and regula tions  perta ining to haza rdous  and non-hazardous  was te management, and Project
facilities  may be included in s tudies  of contamina ted s ites  by federa l and s ta te  regula tory authorities . The Dis trict
has  es tablished a  plan for managing hazardous  waste to ensure compliance with applicable laws and regula tions , and
independently a s s es s es  its  fa cilities  to determine whether there  is  a ny conta mina tion res ulting from its  a ctivities
From time to time the Dis trict and the As s ocia tion receive inquiries  from regula tory authorities  about the s ta tus  of
various  contaminants  a t the Dis trict's  facilities , and respond as  appropria te

Wa te r Qua lity. Arizona  has  an extens ive regula tory sys tem governing water qua lity, including permit programs
for d is cha rge s  to  s u rfa ce  wa te r a nd  to  g roundwa te r,  a nd  a  s upe rfund  p rogra m  to  c le a n  up  g roundwa te r
conta mina tion. Twelve s ta te  s uperfund s ites  a nd s even federa l s uperfund s ites  ha ve been es ta blis hed within the
grea ter Phoenix metropolitan area . The Associa tion has  agreed with other respons ible parties  to clean up one federa l
superfund s ite, and preliminary reports  have identified one Dis trict facility as  a  poss ible source of contamina tion for
a nother federa l s uperfund s ite . The  full impa ct, in te rms  of cos t a nd opera tiona l problems , to the  Dis trict of the
reports  or laws  and regula tions  perta ining to water qua lity cannot be quantified a t this  time

S e e  "THE DIS TRICT
actlvltles

Irriga tion a nd Wa te r S upply S ys tem " a bove  for a  dis cus s ion of we ll rem edia tion

S e e  "THE ELECTRIC S YS TEM - Environm e nta l Ma tte rs  - Na va jo Ge ne ra ting S ta tion a nd Four Corners
Ge ne ra ting S ta tion Units  4 & 5" below for a  dis cus s ion of a dminis tra tion of federa l environmenta l la ws  by India n
tribes

S e e  "LITIG ATIO N
Superfund s ite

Environmenta l Is sues Superfund Site" for discussion of the Motorola 52nd Street

Air Quality. In common with other e lectric utilities  a nd indus tries , the Dis trict is  s ubject to federa l, s ta te , a nd
loca l s ta nda rds  to control emis s ions  to protect a ir qua lity. At the  loca tions  of the  principa l coa l-fired genera ting
units  now in opera tion, the federa l agencies  place a  high emphas is  on pres erving a ir qua lity and vis ibility a t la rge
na tiona l pa rks , m onum ents , wilde rnes s  a rea s  a nd India n re s e rva tions , s ince  m a ny of the  Dis trict's  coa l-fired
genera ting s ta tions  a re  loca ted in the  vicinity of thes e  federa l la nds , thos e genera ting s ta tions  ma y be s ubject to
particula rly s tringent control s tandards . These s tandards  subs tantia lly increase the cos t of, and add to the difficulty
of s iring, cons tructing, and opera ting electric genera ting units . Environmenta l requirements  regarding a ir emiss ions
ha ve  been cha nging a nd a re  a nticipa ted to cha nge  s ubs ta ntia lly in the  future . P os s ible  future  legis la tive  or
regula tory manda tes  rela ted to "Clear Skies" or other federa l Clean Air Act legis la tion and climate change initia tives
m a y re s ult in  re quire m e nts  for furthe r re ductions  of e m is s ions  tha t a re  curre ntly re gula te d, like  S ON, NOt
particula te matter and mercury, as  well as  reductions  of emiss ions  of gases  and subs tances  not presently regula ted
like  CON. Additiona lly, regiona l clima te  cha nge  initia tives  ma y drive  s ta te -leve l regula tion. For e xa m ple , in
Februa ry 2007, the Governor of Arizona , a long with the governors  of five other wes tern s ta tes , a s  well a s  s evera l
Canadian provinces , launched the Wes tern Climate Initia tive to es tablish a  regiona l greenhouse gas  reduction goa l
a nd develop ma rket-ba s ed s tra tegies  to a chieve  emis s ions  reductions . Ma na gement is  a ggres s ive ly purs uing
s tra tegies  to develop facilities  to provide renewable and low-ca rbon intens ity genera tion capacity and continues  to
monitor legis la tive and regula tory developments  and provide comments

Bas ed on currently ava ilable informa tion, the Dis trict cannot es tima te or predict its  cos ts  to comply with thes e
propos a ls  and goa ls , but believes  tha t s uch cos ts  could be ma teria l. See "CERTAIN FACTORS AFFECTING THE
ELECTRIC UTILITY INDUS TRY Environmenta l
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Genera ting S ta tion Units  4 & 5" below for a  dis cus s ion of a dminis tra tion of federa l environmenta l la ws  by India n
tribes

Na va jo Ge ne ra ting S ta tion a nd Four Corners Ge ne ra ting Sta tion Units  4  & 5 . Certa in environmenta l laws
including the Clean Air Act (the "CAA"), the Clean Water Act, and the Sa fe Drinking Water Act, conta in provis ions
pursuant to which Indian tribes  may be trea ted a s  s ta tes  for purposes  of adminis tering programs  under those acts
The Na va jo Na tion ha s  obta ined EPA a pprova l to a dminis ter progra ms  under s ome of thes e  la ws . However, the
EPA has  not included NGS or the Four Corners  Genera ting Sta tion in the lands  covered by approved triba l programs
because of a  dispute over the effect of covenants  in the Leases  and Grants  between the Navajo Nation and the plants
which s ta te  tha t the Na va jo Na tion will not regula te  the pla nts . The Arizona  Depa rtment of Environmenta l Qua lity
ha s  a dvis ed the  Dis trict tha t it is  no longer regula ting environmenta l ma tte rs  re la ting to NGS  s ince  the  pla nt is
loca ted on the Nava jo Indian Reserva tion. In genera l, NGS and the Four Corners  Genera ting S ta tion a re regula ted
by EP A Region IX in S a n Fra ncis co, Ca lifornia , a nd comply with a pplica ble  fede ra l regula tions . However, the
Dis trict and APS, a s  opera ting agents  for thes e plants , have entered into a  Volunta ry Compliance Agreement with
the  Na va jo Na tion tha t es ta blis hes  contra ctua l a uthority for the  Na va jo Na tion to is s ue  permits  a nd regula te  a ir
emis s ions  a t NGS a nd Four Corners  under certa in rules  not s tricter tha n thos e  of the  EPA. See "LITIGATION
Environmenta l Is sues - Na va jo  Environme nta l Laws ," for further dis cus s ion of the Nava jo Na tion's  environmenta l
laws  and the rela ted lawsuits

ELECTRIC P RICES

Under Arizona  law, the Dis trict's  publicly elected Boa rd ha s  the authority to es tablis h electric prices . While  the
Articles  of Incorpora tion of the Associa tion provide tha t the Secreta ry of the Interior may revis e electric prices , the
Secreta ry of the Interior has  never reques ted any revis ion of the Dis trict's  electric prices . The Dis trict is  required to
follow certa in procedures  for public notice  a nd a  s pecia l Boa rd meeting before  implementing a ny cha nges  in the
s tandard electric price plans

The Dis trict is  a  s ummer peaking utility and for many yea rs  ha s  made an effort to ba lance the s ummer-winter
loa d re la tions hips  through s ea s ona l price  differentia ls . In a ddition, the  Dis trict prices  on a  time-of-da y ba s is  for
large commercia l and indus tria l, and certa in res identia l and small commercia l, users

The  Dis trict his torica lly opera ted in a  highly regula ted environment in which it ha d a n obliga tion to de live r
e lectric s e rvice  to cus tom ers  within its  s e rvice  a rea . In 1998 the  Arizona  Electric P ower Com pe tition Act (the
Competition Act") authorized competition in the reta il s a les  of electric genera tion, recovery of s tranded cos ts , and

competition in billing, metering and meter reading. While reta il competition was  ava ilable to a ll cus tomers  by 2001
there were only a  few cus tomers  who chose an a lterna tive energy provider. Those cus tomers  have s ince returned to
their incumbent utilities . At this  time, there  is  no a ctive  re ta il competition within the  Dis trict's  s ervice  territory or
to the knowledge of the Dis trict, within the S ta te  of Arizona . However, during the pa s t two yea rs , two reta il energy
service providers , one meter reading service provider and one meter s ervice provider have reapplied to the Arizona
Corpora tion Commiss ion for authoriza tion to sell energy in Arizona . These cases  a re pending

The Dis trict ha s  a  Fuel & Purcha s ed Power Adjus tment Mecha nis m ("FPPAM") to a llow for s emi-a nnua l ra te
a djus tments  to recover increa s es  in a ctua l fue l cos ts  a nd a  Tra ns mis s ion Cos t Adjus tment Fa ctor ("TCAF") to
re cove r cos ts  the  Dis tric t would  incur if the  Dis tric t we re  re quire d  to  pa rtic ipa te  in  re g iona l tra ns m is s ion
organiza tions . The Dis trict Boa rd la s t approved an FPPAM increa s e on October l, 2007, which res ulted in a  4.7%
sys tem average increase in prices , effective November l, 2007. To da te, no cos ts  have been incurred or recovered
through the TCAF

In April 2005, the  Dis trict Boa rd a uthorized the  crea tion of a  Ra te  S ta biliza tion Fund ("RS F") to be  us ed in
concert with the FPPAM to cover fuel rela ted expenses  and to s tabilize future prices  rela ted to fuel. S ince the time
of initia l authoriza tion, the Dis trict has  funded the RSF three times  and trans ferred $165 million, plus  interes t, from
the RSF to the Dis trict's  Genera l Fund to addres s  a  portion of fuel and purchased power expenses  for fis ca l yea rs
2007 and 2008

On J a nua ry 4, 2008, SRP ma na gement initia ted a  public proces s  to increa s e overa ll price levels  by 3.9% a nd
implement des ign changes  to the price plans . The Dis trict Board will cons ider management's  proposa l a t two Board
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meetings  in Ma rch 2008. The  price  incre a s e  a nd de s ign cha nge s , if a pprove d, a re propos ed to be effective May l

C AP ITAL IMP R O VE ME NT P R O G R AM

The Capita l Improvement Program is  a  moving s ix-yea r forecas t of a ll Dis trict cons truction expenditures , and is
s ubject to cha nge from time to time for s evera l rea s ons , including cha nges  in cons truction cos ts , projects  being
added, deleted, deferred or completed and changes  in the period covered by the forecas t

The  2009 through 2014 Ca pita l Im prove m e nt P rogra m  to ta ls  a pproxim a te ly $6 .1  b illion .  O f th is  to ta l
a pproxim a te ly $5 .8  b illion  is  fo r cons truc tion  (inc lud ing  con tinge nc ie s ),  $110 .3  m illion  is  fo r ca p ita lize d
a dminis tra tive  a nd genera l expens es , $1.6 million is  for ca pita lized volunta ry contributions  in lieu of ta xes , a nd
$201.3 m illion is  for ca pita lized inte re s t. In the  pa s t, the  Dis trict ha s  pa id a  portion of the  cos t of the  Ca pita l
Improvement P rogra m from interna lly genera ted funds  a nd a  portion from the  proceeds  of Revenue Bonds . The
Dis trict a nticipa tes  funding a pproxim a te ly 57% of the  2009 through 2014 Ca pita l Im provem ent P rogra m  from
inte rna lly genera ted funds . The  re m a inde r is  a n tic ipa te d  to  be  funde d by Re ve nue  Bonds ,  o the r form s  of
indebtedness  and third party contributions

The Capita l Improvement Program is  driven by the need to expand the genera tion, transmiss ion and dis tribution
s ys tems  of the Dis trict in order to meet growing cus tomer electricity needs  a nd to ma inta in a  s a tis fa ctory level of
s ervice  re lia bility. Of the  a pproxima te ly $6.1 billion Ca pita l Improvement P rogra m, a pproxima te ly $2.7 billion is
directed to genera ting projects . Thes e  include  the  cons truction of S pringerville  Unit 4 Genera ting S ta tion, the
a ddition of a  ga s  pea king pla nt a nd other future  genera tion fa cilitie s . Approxima te ly $1.6 billion is  pla nned for
expa ns ion of the  e lectrica l dis tribution s ys tem to meet new growth a nd to repla ce  a ging underground ca ble . The
a ddition of new 69kV tra ns mis s ion fa cilities  a nd the cons truction of a  new high volta ge tra ns mis s ion line a ccount
for part of the $620 million planned expenditures  for transmiss ion

To provide for uncerta inties  in cons truction cos ts  (including pos s ible  s chedule changes , and other factors  tha t
may affect cons truction cos ts ) and to provide a  scope a llowance for projects  tha t may be needed in the future but a re
not ye t identified, the  Dis trict ha s  included a  genera l contingency a llowa nce  in the  2009 through 2014 Ca pita l
Improvement Program in addition to specific contingency a llowances  provided for ma jor cons truction projects . No
assurance is  given that the es timated cos ts  and contingency a llowance will be adequate for their purposes

Table 6 summarizes  the Dis trict's  2009 through 2019 Capita l Improvement Program

TABLE 6 - 2009 through 2014 Capital Improvement Program
($000's - Unaudited)

Tota l
2009-2014

$ 593.657
158.521

$ 240.813
120.064

$ 842,903 $ 83 78,082
27.203

$ 2,692,016
619.991

38.337 24.915

585,402
22

287.244
20
46.590

139.647
328.621

S 351.159
178.086
25 1.341
30.769
57.418

274.569
20,380
47.840 48.434

868.773 1.298.818 962.842 5.400.322

42.300 111.300
1.410.118

143.800
106.642

100.700 399.200
5 799.522122.127 869.473

17 17 18.114 18 19 19 110.310

Electric Cons truction
Generation
Transmission
Dis tribution
Retail Sales and Services
Operational Support
Subtota l Ele ctric

Cons truction
Contingency Allowance  &

Ris k P ortfolio
Subtota l
Capita lized Adminis tra tive

and General Expenses
Capita lized Volunta ry

Contributions
Capita lized interes t

Tota l(l)
46.120

$1.l85.651
53.392

3 940.748
30.542

$ 787,198
27.441

$1 ,456.456
31.709

$1.157.766
12.112

s  584.950 3
201.316

6.112.769

(1) Totals may not exactly equal the sum of the above entries due to rounding
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SELECTED OPERATIONAL AND FINANCIAL DATA

Customers, Sales, Revenues and Expenses

Cla s s u fic u tio n o f C u s to m e rs . Th e  Dis tr ic t  h a s  a  d ive rs ifie d  c u s tom e r b a s e .  No on e  re ta il c u s tom e r re p re s e n ts
more  th a n  1 .2 %  of op e ra tin g  re ve n u e s .  Th e  c la s s ific a tion s  of th e  Dis tric t 's  e le c tric  c u s tome rs  a re  s h own  in  Ta b le  7

Unless otherwise indicated, the financial information included below pertains solely to the District and is not
prepared on a combined basis consisting of the District and the Association

TABLE 7 - Fiscal Year 2007 Customer Accounts. Sales. and Revenues

Customer
Accounts at

April 30. 2007
Total Sales

(Gwh)

79.435
19

10.570

Sales Revenue
($000)

136.580
744.069

84

22.496

919.338
84

919.422

26

Residential
Commercial and Small Industrial
Large Industrial
Mines
Pumps
Public/Private Lighting
Interdepartmental

Subtotal/Retaii
Electric Utilities/Wholesale(l)

Total(2) 33.872 10000

2.053.608
470.594

2.524.202

( l) W holes a le  Figure  s hown is  adjus ted to exc lude  lookouts
(2) Tota ls  may not add correc tly due  to rounding

As has  been his tor ical ly the case,  the res ident ia l  group of customers  accounted for  the largest  energy
consumption. With 830,735 customers  a t  Apr i l  30,  2007,  thi s  group a sol id base,  br inging in
approximately 45% of total retail electric revenues

serves as

The second largest retail customer classification is the commercial and small industrial group, these customers
numbered 79,435 at April 30, 2007 against 72,598 twelve months earlier. The commercial and small industrial
group represents a highly diverse customer base, which includes businesses such as newspapers, dentists, cosmetics
fast food, repair shops, schools, apartments, and grocery stores. The remaining customer categories span a wide
range of customers and industries,  which include manufacturers,  government contractors,  gas and chemical
producers, agricultural interests, and municipalities
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His torica l Ope ra ting  S ta tis tics . The  fo llowing ta ble  s hows  ce rta in  h is torica l ope ra ting  s ta tis tics  of the  Dis tric t
for the  five  yea rs  ended April 30, 2007

TABLE 8 - His to ric a l Op e ra tin g  S ta tis t ic s

S ERVICE
Tota l Cus tomers  a t Year-End
Tota l S a les  (million kph)
Average Revenue per kph (cents )
Dis trict Only: (excludes  sa les  for resa le

and a ffilia ted reta il) Sa les  (millions

919.422
36

858.312
35

824_416
33

26.675 23 23

$ 2.623.686 ZN 2.512_559 $ 2,252,827 $ 2,072.837 $ 1,886,611

s 1.089.333 $ 1,056,645 s 782,349 88 $ 687,205

27 24_208

S
S

1.737.024
886.662

S
35

1.691.852
820.707

$
$

1,377.223
875.604

$
$

713,780
577.267
23
10.187

1,325,182
747.655

s
s

1,201,003
685.608

S 61.636 s 69,220 $ $ 64,818 s 59,847
77

59.924S 62.235 $ 69.818 39

72,100
80

72.180 S 65.135 s

5
6

5
6

12.919 10.273
14.425

Increase in Sales(%)
TOTAL OP ERATING REVENUES
(000's  omitted)(I)(9)
OP ERATING EXP ENS ES
(000's  omitted)
Fuel and Purchased Power(2)(9)
Opera ting and Maintenance(3)
Sales  and Payroll Taxes
Ad Va lorem Taxes (4)
Tota l Opera ting Expenses  (5)

NET OP ERATING REVENUES
VO LUNTARY CO NTRIBUTIO NS  IN

LIEU OF TAXES  (000's  omitted):(6)
Expensed
Ca pita lized

Tota l
OTHER S TATIS TICS
Annua l Pea k (MW)

System Requirements
Tota l Peak Load(7)
Sys tem Load Factor(%)(8)

Res identia l Sta tis tics
Fisca l Year-End Res identia l

Customers
Annua l S a les  (million kph)
Avera ge  Annua l Us a ge  (kph)
Average Sa les  Price per kph (cents )

14.687

(1) Includes inter-company sales and other electric revenue
(2) Excludes charges for water for power, depreciation on generation and railroad facilities , ad valorem taxes and voluntary

contributions in lieu of taxes on railroad facilities
(3) Excludes depreciation on generation, transmission, distribution and general plant
(4) Applies to out-of-state properties owned by the District
(5) District operating expenses and net operating revenues as presented are not in accordance with generally accepted accounting

principles ("GAAP") due to the exclusion of depreciation expense and voluntary contributions in lieu of taxes
(6) S ee  "S ELECTED OP ERATIONAL AND FINANCIAL DATA Customers, Sales, Revenues and Expenses - Vo lun ta ry

Contributions in Lieu of Taxes
(7) Includes sales for resale, remote losses and intemiptible load transactions
(8) Systern load factor is  the ratio of system energy requirements in kph to the product of the system requirements times the

number of hours  in a  year. These percentages reflect in major part the wide differential between the extreme summer
cooling season and the moderate winter heating season

(9) Total operating revenues and iiuel and purchased power have been adjusted for the effects of EITF 03-11 starting in fiscal
year 2003 and SFAS No. 133 beginning in fiscal year 2002

Vo lu n ta ry Co n trib u tio n s  in Lie u  o f Ta xe s . In  a cco rda nce  with  pe rmis s ive  le g is la tion , the  Dis tric t ma ke s
volunta ry contributions  each yea r to the  S ta te  of Arizona , s chool dis tricts , c itie s , countie s , towns  and othe r politica l
s ubdivis ions  of the  S ta te  of Arizona , for which prope rty ta xe s  a re  le vie d a nd within  whos e  bounda rie s  the  Dis tric t
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has  property devoted to furnishing electric s ervice. As  a  politica l subdivis ion of the S ta te  of Arizona , the Dis trict is
exempt from property ta xa tion. The a mount pa id is  computed on the  s a me ba s is  a s  a d va lorem ta xes  pa id by a
priva te  utility corpora tion with a llowance for certa in wa ter-rela ted deductions . Contributions  ba s ed on the cos ts  of
cons truction work in progress  are capita lized, and those based on plant-in-service are expensed

The  Arizona  Depa rtm ent of Revenue  (ADOR) cha llenged the  Dis trict's  exclus ion of contributions  in a id of
cons truc tion (CIAC) in  ca lcula ting the  to ta l va lue  of Dis tric t prope rty for purpos e s  of com puting volunta ry
contributions  in lieu of ta xes  ("in lieu contributions ") pa id by the  Dis trict. While  the  Dis trict obta ined a  fa vora ble
ruling from the  Arizona  S ta te  Boa rd of Equa liza tion, the  Arizona  Ta x Court s ubs equently rendered a  fa vora ble
decis ion to the ADOR on appea l. The Dis trict appea led the decis ion of the Arizona  Tax Court to the Arizona  Court
of Appea ls . The Court of Appea ls  ruled in the  Dis trict's  fa vor on J a nua ry 19, 2006. The ADOR filed a  petition for
review of this  decis ion with the Arizona  Supreme Court, which was  denied. The denia l ends  the litiga tion

At is s ue had been the Dis trict's  liability for approxima tely $13.8 million plus  interes t for fis ca l yea rs  2003 (four
months ), 2004 (12 months ), and 2005 (8 months ). For ca lendar years  2005 and forward, legis la tion was  passed tha t
codified the exclus ion of CIAC from the in lieu contributions  formula

The  Arizona  Legis la ture  a ls o pa s s ed legis la tion tha t reduces  the  a s s es s ment ra tio for ca lcula tion of in lieu
contributions  in Arizona  beginning in ca lenda r yea r 2006. The ra te of 25% tha t was  in effect prior to ca lenda r yea r
2006 will be reduced to 20% over a  10-yea r period. Becaus e the tax yea r is  ba s ed on a  ca lenda r yea r, fis ca l yea r
2007 will be  the  firs t full fis ca l yea r for the  Dis trict, with a  continua l reduction through fis ca l yea r 2016, when the
assessment ra tio reaches  20%. The  legis la tion reducing the  a s s es s ment ra tio to 20% is  expected to produce  a
cumula tive savings  of approximately S l .5 million per year

Contra c tua l Obliga tions Re la t in g  to  Bon d s  of Oth e r P olit ic a l S ubd ivis ion s . The  Dis tric t ha s  pa ym e nt
obliga tions  under certa in long-term contracts  tha t secure Debt Service payable on bonds  is sued by another Arizona
politica l s ubdivis ion. The  Dis trict ente red into power s a les  contra cts  in 1990 a nd 1991 with WAP A, US BR a nd
CAWCD for the  purcha s e  of a  tota l of 350 MW of pea king power. CAWCD's  rights  to receive pa yments  from the
Dis trict under thes e  power s a les  contra cts  ha ve been a s s igned to s ecure  the  pa yment of debt s ervice  on certa in
contract revenue bonds  is sued by CAWCD a t va rying interes t ra tes  per ma turity and with a  fina l ma turity of 201 l
The outs tanding principa l amount of these CAWCD bonds  a t December 31, 2007, was  approximately $41 .2 million
As  of December 31, 2007, pa yment by the  Dis trict for the  rema inder of the  power s a les  contra cts  with CAWCD
tota led $94.5 million. P a ym ents  under the  power s a le s  contra cts  will be  m a de  on a  m onthly ba s is  for power
a va ila ble  through September 30, 2011. The  Dis trict is  obliga ted under the  power s a les  contra cts  with WAP A
USBR and CAWCD to pay each month for its  a lloca ted capacity a t a  capacity cha rge of $6 per kilowa tt per month
for the period beginning on the da te  of initia l s ervice a nd ending September 30, 2011. The power s a les  contra cts
provide tha t this  obliga tion of the Dis trict is  abs olute and unconditiona l and cons titutes  a  genera l obliga tion of the
Dis trict and not a  specia l cha rge, lien, or pledge of the revenues  of the Electric Sys tem. The power s a les  contracts
a lso provide tha t the Dis trict may pay the capacity charge from the revenues  of the Electric Sys tem as  an opera ting
expens e  s o long a s  no "long-te rm forced outa ge" (a s  defined in the  power s a les  contra cts , be ing a n outa ge  or
curta ilment which reduces  the Dis trict's  contract capacity to 70% or les s  for an uninterrupted period exceeding 30
days) occurs  and is  continuing. During a  long-term forced outage, the power sa les  contracts  provide tha t the Dis trict
will make the payments  from its  Genera l Fund

S ee  "THE ELECTRIC S YS TEM - Exis ting a nd Future  Res ources - P u rc ha s e d P ower" he re in

Additiona l Financ ia l Matte rs

Short-Term Promis s ory Notes  and Credit Agreement Borrowings . The  Dis trict's  Boa rd ha s  a uthorized the
is suance of up to $475 million in short-term promissory notes  (the "Promissory Notes"). The Promissory Notes  a re
being sold in the tax-exempt commercia l paper market. The Promissory Notes  ma ture no more than 270 days  from
the  da te  of is s ua nce . The  P rom is s ory Notes  a re  is s ued in m inim um  denom ina tions  of $l00,000, in bea re r or
regis tered form without coupons , and bear interes t from their da te a t an annual interes t ra te not in excess  of 15%

The Dis trict has  a  revolving credit agreement (the "Agreement"), which may be used to support the Promis sory
Notes . The indebtedness  of the Dis trict evidenced by the Promissory Notes  or borrowings  under the Agreement a re
uns ecured obliga tions  of the  Dis trict pa ya ble  from the  genera l funds  of the  Dis trict la wfully a va ila ble  the re for
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subject in a ll respects  to the prior lien of U.S . Government Loans , if any, revenue bonds  and other indebtedness  of
the Dis trict s ecured by revenues  or a s sets  of the Dis trict. No specific revenues  or a s sets  of the Dis trict a re pledged
to the payment of the P romis s ory Notes  or borrowings  under the Agreement, and the P romis s ory Notes  and s uch
borrowings  a re  not pa ya ble  from ta xes . Outs ta nding P romis s ory Notes  a nd borrowings  under the  Agreement a re
a ccounted for by the  Dis trict a s  long-term debt. The Agreement expires  on December 7, 2009. At December 31,
2007, the  Dis trict ha d no outs ta nding borrowings  under the  Agreement or prior credit a greements  a nd ha d $475
million of the P romis s ory Notes  outs tanding. The Dis trict ha s  limited the tota l amount of indebtednes s  which may
be outs tanding a t one time under the Agreement, or any agreement in subs titution or replacement therefore, and in
the  ta x-exempt commercia l pa per ma rket to a n a ggrega te  of $475 million. However, the  Dis trict ha s  the  right to
is s ue  com m ercia l pa pe r in exces s  of $475 m illion if it obta ins  a dditiona l liquidity/credit fa cility equa l to s uch
additiona l commercia l paper.

On December 18, 2003, DBIT is s ued $282,680,000 aggrega te principa l amount of Certifica tes  of Pa rticipa tion
(the "Certifica tes") evidencing direct undivided interes ts  in renta l payments  made by the Dis trict pursuant to a  Lease
Purchase Agreement with DBIT for Desert Bas in (the "Finance Lease"). The Certifica tes  a re unsecured obliga tions
of the Dis trict, pa ya ble  from lea s e pa yments  to be ma de by the Dis trict from genera l funds  of the Dis trict la wfully
ava ilable therefor, subject in a ll respects  to the prior lien of U.S. Government Loans , if any, revenue bonds  and other
indebtednes s  of the  Dis trict s ecured by revenues  or a s s e ts  of the  Dis trict. S ee  "THE ELECTRIC S YS TEM -
Exis ting and Future Resources -  De s e r t Ba s in Gene ra ting S ta tion" for further dis cus s ion of the funding of Des ert
Ba s in.

No De fa ult. The Dis trict is  not in default in the payment of the principa l of or interes t on any of its  bonds , notes ,
or other debt obliga tions .
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Eight Affontlzs Ended December 31, 2007- Unaudireal

TABLE 9 - Summary Combined Financial Data (1)
($000's - Unaudited)

Summary Condensed Combined Statements of Net Revenues

Eight Months Ended
December 31

St .670.309
I I

310.645

1.992.072

Sl.565.772

Operating Revenues

Retail Electric
Water
Other

Total Operating Rcvcnucs(2)
397.769

l _072_971

Operating Fxpenses

514950
390.735

179.892

Purchased Power
Operations(2 )
Maintenance
Depreciation
Taxes and Tax Equivalents

Total Operating Expenses
01990

L702. l91

795.689
154.09 I
226.0 l()
58.1 17

1.563. la I

Net Qperating Revenues 289.88 I 409.840

Other Income

Interest Income
Other Income (deductions). net

Total Other Income

Financing Costs

NET REVFNUFS

(4,076)

57.09 l

83.759

S 263.213

47.593
( 1 18)

47.475

94.086

(l) The unaudited combined financial data reflect the emnhined net revenues of the District and the Association and
should he read in conjunction with the Notes to the Combined Financial Statements attached hereto as Appendix

(2) Inter-company transactions eliminated



TABLE 10 - Summary Combined Financial Data (1)
(S000"s - Unaudited)

December 3 I ,
2007

April 30,
2007

ASSETS
Utility Plant, at Original Cost ..
Less: Accumulated Depreciation..

S l 0,478.398
4.6()().2 IN
5_868_579

906.938

59,912,865

4.419.510
5.493.355
1.015.008Other Propcny and Investments

Cutrent Assets
Cash and Cash Equivalents ..

Rate Stabilization Fund..

Temporary Investments..
Cun'cnt Portion, Scgregatcd Funds ..

Receivables. net .

Fuel Stocks...

Materials and Supplies..

Other .

Dcfcrrcd Charges..
T()TAL

272.854

0

I 38,544

182,698

277,307
3 l .990

129. l73

49.559

L082, 125

436.092
58.2933734

495,150

82,273

137,058

83.000

226.456

26,902

106,740

57,524

1.215.103

422.266

s8.145.7;2

CAPITALIZATION & LIABILITIES
CAPITALIZATION

Accumulated Net Revenues, beginning of year ..
Net Revenues year-to-datc..
Other Comprehensive Income..
Accumulated Net Revenues, and Other Comprehensive Income..
Long-tenn Debt..

S3,606.896
263.213
(12,434)

3.857.675
3.014.6 lb
6,872,293

SO. I40,862

367,790
98.244

3.606.896
3.041 .408
6.648.304

CURRENT LIABILITIES
Current Portion, Long-Term Debt..

Accounts Payable..
Accrued Taxes and Tax Equivalents..

Accrued Interest .
Customcrs  ̀Deposits..

()thcr . . . .

Deferred Credits..
TOTAL cAplrAL1zATlon AND LIABILITIES

s l47,913
142.569
54.042
54,755
76,973

142.09 l
618.343
803.098

§§_,;91.734

5146.148
219,027
75,135
47.646
73,909

159.745
721.610
775.818

_S8,l45.732

(I) The unaudited combined financial data relict the combined halancc sheet of the District and the Association
and should be read in conjunction with the Notes to the Combined Financial Statements attached hereto :is
Appendix A.

Ounsfanding Revenue 80nd Long-Term Indebtedness. As of February 2, 2()()8, the District had outstanding
approximately S2,258,278, 0()() of Revenue Bonds. computed without deducting the unamortized bond
discount/premium.

2.9



The following ta ble  s hows  tota l fis ca l yea r Revenue Bond Debt Service  Requirements  a nd the Dis trict's  fis ca l
year payment obligation under the Finance Lease subsequent to the issuance of the 2008 Series  A Bonds

TABLE 11 .--- To ta l Re ve nue  Bo nd  Re q u ire m e nts  a nd  Fina nc e  Le a s e  Lia b ility(1)

Years Ending
ADl'il 3012)

Total Revenue
BondDebt

Service
Requirements
$292,486,245
257.581.033
245.171.329
228. 165.804
203.223.075
190.657.695
173.865.834
152.663.435
152.663.256
153.580.363
170.058.479
181.845.538
181.845.188
181.848.521
181.845.604
181 .845.888
181.846_788
181.844.185
181.846.329
181 .847.608
181 .848.775
181 .846.275
181.845.358
181 .846.600
181 .847.417
181 .847.917
194.352.833
181.845.583
184_525.833
181.888.000

Total Finance
Lease

Pavments
$29,182.472
29 184.104
29_184.772
29.182.429
29 182.319
29.182.688
29.182.354
29.182.438
29.184.521
29.183.146
29.182.563

TotalRevenue
Bond Debt
Service &

Finance Lease
Pavments

$321.668.717
286.765.137
274.356.101
257.348.233
232.405.394
219.840.383
203.048.188
181 .845.873
181 .847.777
182_763.509
199.241.042
181.845.538
181.845.188
181.848.521
181_845.604
181_845.888
181.846.788
181.844.185
181.846.329
181.847.608
181.848_775
181 .846.275
181.845.358
181 .846.600
181 .847.417
181.847.917
194.352.833
181.845.583
184.525.833
181 .888.000

(1) Tota ls  may not add due  to rounding
(2) Debt Service and Finance Lease payment amounts  are  for the  years  in which they accrue, not for the  years  in which they are

paid, except for Capita l Apprecia tion Bonds
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The following ta ble  s hows  the  a ctua l a pplica tion of revenues  a nd covera ge of Debt Service  requirements  for
fisca l years  2004, 2005, 2006 and 2007.

TABLE 12 - Historical Application of Revenues and Coverage of Debt Service Requirement
($000's - Unaudited)

Electric Revenues  (2)
Opera ting Expenses  (2) (3) (4)
Revenues  from Opera tions
Interes t and Other Income (Net)
Revenues  Ava ilable for Debt Service
Rate Stabiliza tion Funds

Revenues  Available for Debt Service on Revenue Bonds
and Subordinated Debt
Debt Service Requirements  Revenue Bonds
Debt Service Requirements  Subordina ted Debt

Tota l Debt Service

20070)
$ 2,736,831

1,900,035
836,796
77,051

913,847
25,599

Fiscal Years Ended April 30
Actuals

2006m
$ 2,794,025

1,948,830
845,195
55,459

900,654
1,892

2005(1)
s 2,400,410

1,559,973
840,437
29,443

869,880
55,000

2004m
s 2,156,754

1,437,865
718,889

18,803
737,692

888,248
241,546
46,378

287,924

898,762
337,980

33,844
371,824

814,880
322,383

18,733
341,116

737,692
360,704

8,278
368,982

Coverage of Tota l Revenue Bond Debt Service (5) 3.78 2.66 2.70 2.05

Coverage of Tota l Debt Service (6)
Balance a fter Debt Service
Plus : Interes t on Cons truction Fund
Les s : Contribution in Lieu of Ta xes
Less : Contributions  to Water Opera tions
Less : Fa lling Water Charges  (7)

Balance Available for Corpora te Purposes $

3.09
600,324
11,705
61,636
34,792
21,192

494,409(8) $

2.42
526,938

3,388
69,220
34,161
18,273

408,672 S

2.39
473,764

107
72,100
56,672

6,870

338,229 $

2.00
368,710

988
64,818
62,925
2,747

239,208

(1) Includes inter-company sales.
(2) Electric Revenues and Operating Expenses do not include the effects of EITF 03-11 and SFAS No. 133.
(3) Includes  ad va lorem taxes  applicable to out-of-s ta te properties  owned by the Dis trict and payroll taxes . Excludes

depreciation, voluntary contributions in lieu of taxes and inter-company charge for water for power and includes price
increases.

(4) Operating expenses include costs on an accrual basis for post-retirement medical benefits and demand charges related to the
contract for Navajo Surplus.

(5) Figures  derived by dividing line "Revenues  Available for Debt Service" by line "Debt Service Requirements  Revenue
Bonds."

(6) Figures derived by dividing line "Revenues Available for Debt Service on Revenue Bonds and Subordinated Debt" by line
"Total Debt Service."

(7) The charges by the Association for water used in hydroelectric generation.
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(8) May be  reconc iled with combined ne t revenues  for 2007 (s hove  on page  A4) as  follows

($000's -Unaudited)

$ 494.409

(11,980)
(336,621)

(1,796)
(651)

6

BALANC E AVAILABLE FO R  C O R P O R ATE P UR P O S ES
Bond princ ipa l repayment
S ubordinated Debt princ ipa l payment
Rate  S tabiliza tion Funds
Capita lized Interes t
Amortiza tion of regula tory as s e ts
Deprec ia tion and amortiza tion
Fuel re la ted deprecia tion (reflected in fuel cos ts )
Amortiza tion of bond acc re tion
Amortization of bond dis count/premium, is s uance, and refinancing expens es

Net Revenues  before  impact of S FAS  No. 133 and gain on s ale  of available-for-s ale
s ecurities

Impac t of S FAS  No. 133 implementa tion
Gain on s ale  of available-for-s ale  s ecurities
C O MBINED NET R EVENUES

320.560
47

s 367.790
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CERTAIN FACTORS AFFECTING THE ELECTRIC UTILITY INDUSTRY

General

The electric utility industry in general has been, and in the future may be, affected by a number of factors which
could impact upon the business affairs, financial condition and competitiveness of an electric utility and the level of
utilization of generating facilities, such as those of the District. One significant factor is the effort on national and
local levels to restructure the electric utility industry from a heavily regulated monopoly to an industry in which
there is open competition for power supply and transmission. Other factors include, among others, (i) effects of
compliance with rapidly changing environmental, safety, licensing, regulatory and legislative requirements, (ii)
changes resulting from conservation and demand-side management programs on the timing and use of electric
energy, (iii) changes that might result from national energy policies, (iv) increased competition from independent
power producers, (v) "self-generation" by certain industrial and commercial customers, (vi) issues relating to the
ability to issue tax-exempt obligations, (vii) severe restrictions on the ability to sell to nongovernmental entities
electricity from generation projects financed with outstanding tax-exempt obligations, (viii) changes from projected
future electricity requirements, (ix) increases in costs, (x) shifts in the availability and relative costs of different
fuels, (xi) effects of the financial difficulties confronting the power marketers, and (xii) costs resulting from attempts
to change the way the transmission providers operate. Any of these factors (as well as other factors) could affect the
financial condition of any given electric utility and likely will affect individual utilities in different ways.

The District  cannot predict  what effects these factors wil l  have on i ts business,  operations and financial
condition, but the effects could be significant. The following is a brief discussion of certain of these factors.
However, this discussion does not purport to be comprehensive or definitive, and these matters are subject to change
subsequent to the date of this Official Statement. Extensive information on the electric utility industry is, and will
be, available from sources in the public domain, and potential purchasers of the securities of the District should
obtain and review such information.

Certain FERC Initiatives and Federal Legislation

In 1996, FERC, which regulates the wholesale electric utility industry under the authority of various statutes,
issued Orders 888 and 889 requiring transmitting "public utilities" (as defined in the Federal Power Act), to provide
nondiscriminatory transmission services to entities seeking to effect wholesale power transactions, and to grant
equal access to information concerning the pricing and availability of transmission services. The District is not a
public utility under the Federal Power Act but historically has complied with these requirements voluntarily. The
Energy Policy Act of 2005 (the "Energy Policy Act") expanded FERC jurisdiction by granting FERC discretionary
authority to regulate the non-rate terns and conditions, and to a lesser extent,  rates,  under which unregulated
transmitting utilities (including the District) provide wholesale transmission services. The Energy Pol icy Act
explicitly prohibits FERC from requiring unregulated transmitting utilities to take actions that would violate a
private activity bond rule. In its Order 890, issued in February 2007, FERC declined to generically implement its
discretionary authority over unregulated transmitting util i t ies (including the District).  FERC determined the
authority would be used on a case-by-case basis. The District does not expect Order 890 to result in significant
adverse impacts on its operations. See "District's Position Regarding Utility Industry Developments" herein.

Competition in Arizona

The Electric Power Competition Act.  In May 1998, the Arizona Legislature enacted the Competit ion Act,
which applies to public power entities, like the District. The Competition Act authorized competition in the retail
sale of electric generation, recovery of stranded costs, and competition in billing, metering and meter reading.
While retail competition was available to all customers in 2001, there were only a few customers who chose an
alternative energy provider. Those customers have since returned to their incumbent utilities. At this time, there is
no active retail competition within the District's service territory or, to the knowledge of the District, within the
State of Arizona.

The Arizona Corporation Commission. The ACC regulates investor-owned and cooperatively-owned utilities,
called public service corporations in Arizona. The Arizona Legislature, in the Competition Act, directed the ACC to
adopt rules for competition similar to what the Arizona Legislature had enacted for public power entities.
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In 1999, the ACC is sued its  fina l rules  for reta il electric competition, which a llowed cus tomers  to be eligible for
competitive electric s ervice bas ed on certa in phas ed-in s chedules  s et by the ACC. The Dis trict Boa rd had a lready
adopted a  resolution in December 1998 a llowing electric s ervice providers  certifica ted by the ACC to market in the
Dis trict's  s ervice territory. The rules  a nd other a s pects  of competition by inves tor-owned utilities  were cha llenged
in the courts , and in J anua ry 2004, the Arizona  Court of Appea ls  found numerous  provis ions  of the ACC's  rules  to
be inva lid. The ACC ha s  ta ken no a ction to modify its  e lectric competition rules  to a ddres s  the ruling of the Court
of Appea ls . Nevertheles s , during the pas t two yea rs , two reta il energy service providers , one meter reading service
provider, and one meter s ervice provider have applied to the Arizona  Corpora tion Commiss ion for authoriza tion to
sell energy in Arizona . These applica tions  a re pending.

District's Position Regarding Utility Industry Developments

Fe de ra l a nd S ta te  De re gula tion. In response to FERC's  rule for nondiscrimina tory access  to transmiss ion, the
Dis trict filed with FERC a  transmis s ion ta riff which would ensure the Dis trict's  acces s  to the transmis s ion sys tems
of public  utilitie s . The  Dis trict ha s  a ls o ente red into a n a greement with othe r utilitie s  in S outhe rn Ca lifornia ,
Arizona , New Mexico, Neva da , fa r wes t Texa s , Colora do a nd Wyoming, to fa cilita te  deve lopment of wholes a le
ma rket enha ncements  tha t would improve tra ns mis s ion a nd wholes a le  energy ma rkets . S e e  "THE ELECTRIC
S YS TEM - Exis ting a nd Future  Res ources Tra ns mis s ion."

Effective  December 31, 1998, the  Dis trict introduced unbundled pricing pla ns . For re ta il cus tomers  who were
unable or unwilling to choose competitive electric genera tion, prices  reflected a  decrease of a t leas t 10% over a  10-
year period, apportioned among cus tomer classes . For a  more deta iled discuss ion of pricing is sues , see "ELECTRIC
P RICES ."

Streng ths  of the  Dis tric t/Com pe titive Ea s ine s s  S tra te gy. The  Dis trict ha s  s eve ra l s trengths  a s  we ll a s  a
compe titive  bus ines s  s tra tegy, which pos itions  it we ll to dea l with the  e ffects  of the  re s tructuring of the  utility
indus try. The  Dis trict ha s  re ta ined its  exis ting ve rtica lly integra ted infra s tructure , it ha s  re ta ined 100% of its
exis ting genera tion a s sets  and is  developing additiona l resources  to keep up with its  load growth. The fuel sources
for exis ting genera tion a re  divers ified, a nd pla nned a dditions  include coa l a s  well a s  ga s  res ources . S e e  "THE
ELECTRIC S YS TEM - Exis ting  a nd  Fu tu re  Re s ource s " a nd  "THE ELECTRIC S YS TEM Projected Peak
Loads  and Resources" herein.

The Dis trict ha s  prepa red for increa s ed competition in the utility indus try for well over a  decade. Thes e res ults
ha ve  been a chieved through initia tive s  tha t included extens ive  debt re fina ncing, renegotia tion of fue l s upply
agreements , s ta ff reductions , implementa tion of numerous  opera ting efficiencies  and enhancing services  provided to
the Dis trict's  cus tomers . The Dis trict a ls o ha s  a  divers ified cus tomer ba s e and no s ingle cus tomer provides  more
tha n 1.2% of its  ope ra ting revenues . S ee  "S ELECTED OP ERATIONAL AND FINANCIAL DATA - Cus tom ers ,
Sales , Revenues  and Expenses" herein.

The  Dis trict is  regula ted by a n independent, publicly-e lected Boa rd of Directors  which a pproves  its  ca pita l
budgets  and electric price s tructure. Together the Board and management developed various  initia tives  in response
to the res tructuring in the indus try. See "THE DISTRICT - Orga niza tion, Ma na gement a nd Employees " herein.

The Dis trict ha s  conducted s tudies , which have s hown tha t cus tomers  with high loya lty ra tes  a re  les s  likely to
s e lect a nother genera tion provider. Cons equently, the  Dis trict ha s  implemented projects  a nd progra ms  gea red
towa rds  enha ncing "cus tom er loya lty" by offe ring them  a  ra nge  of pricing a nd s e rvice  options . Moreover, the
Dis tric t is  one  of the  low-cos t price  le a de rs  in  the  S outhwe s t.  S e e  the  dis cus s ion of price  in itia tive s  unde r
"ELECTRIC PRICES." The Dis trict received the J .D. Power & Associa tes  Award in 1999, 2000, 2002, 2003, 2004,
2005, 2006 and 2007 for the highes t score for res identia l cus tomer sa tis faction in the Wes t. The Dis trict a lso scored
highes t in cus tomer sa tis faction for bus iness  electric service among electricity providers  in the wes tern United Sta tes
for 2004, 2005 and 2006.

Ene rgy Ris k Ma na ge me nt Program. The corners tone of the Dis trict's  risk management approach is  its  mis s ion
to serve its  reta il cus tomers . This  means  tha t the Dis trict builds  or acquires  resources  to serve reta il cus tomers , not
the  wholes a le  ma rket. However, a s  a  s ummer pea king utility, there  a re  times  during the  yea r when the  Dis trict's
resources  exceed its  reta il load, thus  giving rise to wholesa le activity. The Dis trict has  an Energy Risk Management
P rogra m  to lim it expos ure  to ris ks  inherent in re ta il a nd wholes a le  ene rgy bus ines s  opera tions  by identifying,
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mea s uring, reporting, a nd ma na ging expos ure  to ma rket, credit, a nd opera tiona l ris ks . To meet the  goa ls  of the
Energy Risk Management Program, the Dis trict uses  va rious  phys ica l and financia l ins truments , including forward
contracts , futures , swaps , and options . Certa in of these activities  a re accounted for under S ta tement of Accounting
S ta nda rds  No. 133, "Accounting for Deriva tive  Ins trum ents  a nd Hedging Activitie s ," a s  a m ended ("S FAS  No.
133"). Under SFAS No. 133, deriva tive ins truments  a re recorded in the ba lance sheet a s  either an a s set or liability
measured a t their fa ir va lue. The s tandard a lso requires  tha t changes  in the fa ir va lue of the deriva tive be recognized
each period in current ea rnings  or other comprehens ive income depending on the purpose for us ing the deriva tive
a nd/or its  qua lifica tion, des igna tion a nd effectivenes s  a s  a  hedging tra ns a ction. Mos t of the  Dis trict's  contra ctua l
agreements  qua lity for the normal purchases  and sa les  exception a llowed under SFAS No. 133 and are not recorded
a t market va lue.

The Energy Ris k Ma na gement P rogra m is  ma na ged a ccording to a  policy a pproved by the Dis trict's  Boa rd of
Directors , a nd overs een by a  Ris k Overs ight Committee . The  Ris k Overs ight Committee  is  compos ed of s enior
executives . The Dis trict ma inta ins  a n Energy Ris k Ma na gement Depa rtment s epa ra te  from the energy ma rketing
a rea . The  Energy Ris k Ma na gement Depa rtment regula rly reports  to the  Ris k Overs ight Committee . The  policy
es tablished by the Risk Overs ight Committee addresses  market, credit and operational risks .

Environmental

Electric utilities  a re subject to federa l, s ta te and loca l environmenta l regula tions  which continua lly change due to
legis la tive, regula tory and judicia l actions . Consequently, there is  no a s surance tha t facilities  owned by the Dis trict
will rema in s ubject to the  regula tions  currently in effect, will a lwa ys  be  in complia nce  with future  regula tions , or
will a lwa ys  be  a ble  to obta in a ll required opera ting permits . The need to comply with environmenta l regula tions
could res ult in a dditiona l ca pita l expenditures  to comply, reduced opera ting levels , or the  complete  s hutdown of
individua l electric genera ting units  not in compliance.

The  Dis tric t is  a ls o  c los e ly m onitoring  c lim a te  cha nge  a nd  g loba l wa rm ing  le g is la tive  a nd  re gula tory
developments . Efforts  to ca p or ta x emis s ions  of ca rbon dioxide  from fos s il fue l power pla nts  will s ubs ta ntia lly
increa s e the cos t of, a nd a dd to the difficulty of s iring, cons tructing, a nd opera ting electric genera ting units . As  a
res ult of legis la tive  a nd regula tory initia tives , the  Dis trict is  pla nning emis s ion reductions  a t its  coa l-fired power
plants . The full s ignificance of a ir qua lity s tandards  and emiss ion reduction initia tives  to the Dis trict in terms  of cos t
and opera tiona l problems  is  difficult to predict, but it is  poss ible tha t cos tly equipment will have to be added to units
now in opera tion and tha t permit fees  may increase s ignificantly resulting in potentia lly materia l cos ts  to the Dis trict.

The  EP A is s ued fina l regula tions  for the  control of mercury emis s ions  from coa l-tired genera ting s ta tions  in
2005. Arizona  opted into the  fede ra l m e rcury progra m  in 2006 a nd im pos ed a dditiona l m e rcury em is s ions
limita tions  which would require the Dis trict to ins ta ll additiona l controls  a t CGS and Springerville  Unit 4 to achieve
90% mercury remova l. In addition, the Dis trict has  been pa rticipa ting with the EPA in the development of a  rule to
regula te  mercury emis s ions  on the  Na va jo Res e rva tion, where  the  Dis trict owns  a n inte res t in two genera ting
s ta tions , NGS and Four Corners . However, on Februa ry 7, 2008, the U.S . Court of Appea ls , D.C. Circuit, vaca ted
the  EP A rules  in res pons e  to a  s uit by ll s ta tes  tha t ha d cha llenged the  rules  a s  not protective  enough of public
hea lth and contra ry to the CAA. If upheld, the court's  a ction will require the EPA to promulga te new mercury rules
a nd, while  the  Dis trict a nd other indus try repres enta tives  a re  eva lua ting the  implica tions  of this  ruling, a dditiona l
controls  ultima tely will be  required a t a ll coa l-fired pla nts  in which the  Dis trict ha s  a n interes t. The Dis trict is  s till
evaluating compliance options  and cannot yet es timate the associated costs .

In June 2005, the EPA issued fina l amendments  to its  July 1999 regiona l haze rule. These amendments  apply to
the provis ions  of the regiona l haze rule tha t require emiss ion controls  known as  Bes t Ava ilable Retrofit Technology
("BART") for coa l-fired power pla nts  a nd other indus tria l fa cilities  tha t emit a ir polluta nts  tha t reduce  vis ibility.
The amendments  include guidelines  for s ta tes  and tribes  to use in determining which facilities  mus t ins ta ll controls
and the types  of controls  tha t facilities  mus t use. S ta tes  and tribes  were required to complete BART determina tions
for eligible facilities  by the end of 2007, a lthough Arizona  did not meet tha t deadline and is  expected to s ubmit its
de te rmina tion in 2008. BART controls  mus t be  ins ta lled five  yea rs  a fte r the  EP A ha s  a pproved a  s ta te 's  BART
determina tion. The Dis trict has  financia l interes ts  in s evera l coa l-fired power plants  tha t may be subj et to the new
BART re quire m e nts . The  Dis tric t s ubm itte d a  BART a na lys is  for NGS  to the  EP A in Nove m be r 2007. BART
ana lyses  have a lso been completed for s evera l other coa l fired plants  in which the Dis trict has  a  financia l interes t



We cannot yet predict whether the S ta te 's  BART detennina tion will be approved when submitted to the EPA, and if
so wha t its  financia l impact will be on the Dis trict.

Ca lifornia  ha s  ena cted la ws  tha t could impa ct the  Dis trict. Under one s uch la w, the  Ca lifornia  Public Utilities
Com m is s ion (the  "CP UC") a nd the  Ca lifornia  Ene rgy Com m is s ion ("CEC") m us t im plem ent regula tions  tha t,
a mong other things , prohibit procurement of e lectricity from a  coa l-fired power pla nt for five  yea rs  or longer a nd
res trict inves tments  in coa l-fired plants . The Los  Angeles  Depa rtment of Wa ter and Power ("LADWP"), one of the
participants  in NGS, and SCE, a  participant in Four Corners  Units  4 and 5, a re subject to the regula tions  and may be
precluded from approving certa in expenditures  a t the plants , including capita l improvements .

The regula tions  except expenditures  for "routine  ma intena nce", however, no definition is  provided. Recently,
S CE petitioned the  CP UC to exclude  fina ncia l contributions  required under pre-exis ting contra ct obliga tions  for
Four Corners . The Ca lifornia  Air Res ource Boa rd is  a ls o developing an economy wide cap-and-trade program for
greenhous e ga s es . Recently, the  CPUC a nd CEC relea s ed joint recommenda tions  on how to regula te  emis s ions
from  the  e lectricity s ector. The  regula tions  could im pa ct the  Dis tric t's  a bility to s e ll exces s  gene ra tion into
Ca lifornia . If the  implementing regula tions  prohibit or pena lize  the s a le  of energy genera ted by a  coa l-fired pla nt,
the Dis trict could lose California  as  a  market for its  wholesa le genera tion, however, the Dis trict has  other options  for
marketing its  wholesa le genera tion.

The Dis trict is  monitoring and pa rticipa ting in the development of these regula tions  to determine the full extent
of their impact on the Dis trict and the plants  in which it has  an interes t. Based on currently ava ilable information the
Dis trict cannot es timate or predict the financia l impact of the Ca lifornia  laws  on the Dis trict a t this  time.

Nuc lea r P lan t Ma tte rs

In a ccorda nce with the  Nuclea r Wa s te  Policy Act of 1982, APS  contra cted with the  DOE for wa s te  a nd s pent
fuel disposa l s ervices . The DOE was  respons ible for the s election and development of a  repos itory for permanent
s tora ge  a nd dis pos a l of s pent nuclea r fue l not la te r tha n December 31, 1998. However, the  DOE ha s  de la yed
s ubmitting a n a pplica tion to cons truct a  permit repos itory a t Yucca  Mounta in, Neva da  until 2008. A decis ion on
licens ing is  not expected until a t lea s t 2010 a nd the fa cility is  unlikely to open until a t lea s t 2017. Beca us e of the
s ignificant delays  in the DOE's  s chedule, it cannot be determined when the DOE will accept was te from PVNGS or
from the  other owners  of s pent nuclea r fue l. It is  unlike ly, due  to P VNGS ' pos ition in DOE's  queue  for rece iving
spent fuel, tha t APS will be able to initia te shipments  to DOE during the licensed life  of the P VNGS . Accordingly,
APS has  cons tructed an on-s ite dry cask s torage facility to receive and s tore P VNGS s pent fuel. The fa cility s tored
its  firs t cask in March 2003 and through November 2007, has  53 casks  in s torage.

The  Nuclea r Regula tory Com m is s ion ("NRC") ha s  a dopted decom m is s ioning rule s  which require  rea ctor
opera tors  to certify tha t sufficient funds  will be ava ilable for decommiss ioning the contamina ted portion of nuclea r
plants  in the form of prepayments  or externa l s inking funds , either of which mus t be segrega ted from the licensee's
a s s e ts  a nd outs ide  its  a dm inis tra tive  control, or by the  s ure ty of ins ura nce  pa ya ble  to a  trus t e s ta blis hed for
decommiss ioning cos ts . The  Dis trict is  collecting funds  through its  price  pla ns  to decom m is s ion its  s ha re  of
PVNGS Units  1, 2 and 3. The Dis trict projects  tha t it will a ccumula te $416.9 million in 2006 dolla rs  over the life  of
PVNGS for this  purpose. The decommis s ioning funds  a re ma inta ined in an externa l trus t in compliance with NRC
regula tions . The  Dis trict a nticipa tes  be ing a ble  to continue  to collect decommis s ioning funds  in a  competitive
genera tion market.

Sum m ary

As  discussed above, the electric utility indus try is  experiencing cha llenges  in a  number of a reas . The Dis trict is
unable to predict the extent to which its  cons truction programs  and opera tions  will be a ffected by such factors , but
they could result in incurrence of subs tantia l additional cos ts  and could adversely affect its  revenues .
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LITIGATION

At the  tim e  of de live ry of a nd pa ym ent for the  2008 S e rie s  A Bonds , the  la w firm  of J ennings , S trous s  &
S a lm on, P .L.C.,  P hoe nix,  Arizona , le ga l a dvis ors  to  the  Dis tric t,  will de live r a  no-litiga tion opinion s ta ting
s ubs ta ntia lly tha t,  no litiga tion is  now pe nding or, to  its  knowle dge  thre a te ne d, a ffe cting or que s tioning the
organiza tion of the Dis trict or the titles  or manner of election of the officers  or directors  of the Dis trict to their terms
of office, respectively, and no litiga tion is  now pending or, to its  knowledge threa tened, a ffecting or ques tioning the
powe r a nd a uthority of the  Dis tric t to  is s ue , e xe cute  a nd de live r the  2008 S e rie s  A Bonds  or the  ple dge  or
applica tion of any moneys  or security provided for the payment thereof.

In the norma l course of bus ines s  the Dis trict is  a  defendant in va rious  lega l actions . In management's  opinion,
except as  otherwise noted below, the ultimate resolution of these matters  will not have a  s ignificant adverse effect on
the Dis trict's  financia l pos ition or opera tions .

Environmental Issues

Enda nge re d S pe cie s Act. S e ve ra l s pe cie s  lis te d unde r the  Enda nge re d S pe cie s  Act ("ES A") ha ve  be e n
dis covered in a nd a round Roos evelt a nd Hors es hoe  Da ms . The  Dis trict ente red into forma l negotia tions  for a n
Incidenta l Ta ke  P e rm it ("ITS ") with the  United S ta te s  Fis h a nd Wildlife  S e rvice  ("US FWS "), a nd deve loped a
Habita t Conserva tion P lan which would a llow full opera tion of Roosevelt Da rn and Reservoir, provided the Dis trict
mitiga tes  for "ta king" of s pecies  by the  es ta blis hment of ha bita t for the  s pecies  in other a rea s  or through other
m ea s ures . The  US FWS  is s ued the  Dis trict a n ITS  for ope ra tion of Roos eve lt Da m  in 2003. The  Dis trict ha s
reserved funds , which it believes  will be sufficient to implement its  Habita t Conserva tion Plan.

The Dis trict is  engaged in s imila r negotia tions  with the USFWS to obta in an ITS for opera tion of Horseshoe and
Bartlett Dams on the Verde River and anticipates  receiving the permit by March 2008 _

The USFWS des igna ted "critica l habita t" for one of the species  a ffected by opera tion of the SRP Reservoirs , the
Southwes tern Willow Flyca tcher. The fina l des ignation does  not encompass  lands  in or near the SRP Reservoirs .

Nava jo Environme nta l La ws . In 1995, the Dis trict, on beha lf of the Nava jo Genera ting Sta tion Participants  (the
"NG S  P a rtic ipa n ts "),  file d  a  la ws u it in  the  Na va jo  Na tion  Dis tric t Court a ga in s t the  Na va jo  Na tion ,  its
Environmenta l Protection Agency and the Agency's  Director as  a  result of the defendants ' a ttempts  to apply three of
the Nava jo Na tion's  environmenta l laws  aga ins t NGS and the NGS Participants . These laws  a re the Nava jo Na tion
Air P ollution P revention a nd Control Act, the  Na va jo Na tion S a fe  Drinking Wa te r Act, a nd the  Na va jo Na tion
Pes ticide Act. The Dis trict contends  tha t the NGS Plant S ite Lease, the Section 323 Grants  by the United Sta tes  for
the  NGS  P la nt S ite  a nd Ra ilroa d, a nd fe de ra l la w pre clude  a pplica tion of the s e  la ws  to  NGS  a nd the  NGS
Participants . APS, on beha lf of the Four Corners  Pa rticipants , filed a  lawsuit cha llenging the s ame laws  on s imila r
grounds . Both actions  have been served on the defendants , however, a ll parties  agreed to s tay the litiga tion pending
settlement discuss ions .

In July 2000, the Dis trict filed a  s epa ra te action in the Nava jo Na tion Supreme Court, reques ting tha t the Court
review fina l regula tions  tha t were  is s ued by the  Na va jo Na tion Environmenta l P rotection Agency purs ua nt to the
Nava jo Air Qua lity S ta tute. APS filed a  s imila r petition in a  s epa ra te action with the Nava jo Na tion Supreme Court.
The Court s tayed these proceedings  pending settlement discuss ions .

On May 18, 2005, the Dis trict and APS, as  opera ting agents  for the NGS and Four Corners  Participants , entered
into a  Volunta ry Compliance Agreement with the Nava jo Na tion to resolve and dismis s  those portions  of the above
la ws uits  re la ting to regula tion of a ir pollution. The  a greement es ta blis hes  contra ctua l a uthority for the  Na va jo
Nation to regula te a ir emiss ions  and issue a ir permits  a t NGS and Four Corners  under rules  not s tricter than the EPA
air rules . As  a  result, the Dis trict and APS have sought dismissa l of the Navajo Nation Supreme Court Cases  and the
a ir qua lity counts  of the  Na va jo Na tion Triba l Court Ca s e s . S e e  "THE ELECTRIC S YS TEM - Environm e nta l
Ma tters - Na va jo Ge ne ra ting S ta tion a nd Four Corne rs  Ge ne ra ting S ta tion Units  4 & 5" for further dis cus s ion of
Nava jo Na tion environmenta l laws .

S upe rfund S ite . In  S e pte m be r of 2003 ,  the  EP A notifie d  the  Dis tric t tha t it m ight be  lia b le  unde r the
Comprehens ive Environmenta l Res pons e, Compens a tion and Liability Act ("CERCLA") a s  an owner and opera tor
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of a  fa cility (the  16th S t. Fa cility) within the  Motorola  52nd S tree t S uperfund S ite  Opera ble  Unit 3. The  Dis trict
ma y be lia ble  for pa s t cos ts  incurred a nd for future  work to be conducted within the Superfund S ite . Inves tiga tion
a nd eva lua tion of this  potentia l lia bility a re  in the  prelimina ry s ta ges , but initia l s oil va por inves tiga tions  indica te
minima l conta mina tion on s ite . The Dis trict ha s  completed the  s oil inves tiga tion for the  s ite  a nd is  prepa ring the
Rem edia l Inves tiga tion (RI) Report for s ubm itta l to the  EP A. The  Dis trict is  una ble  a t this  tim e  to predict the
outcome, but believes  tha t it has  adequate reserves  for this  potentia l liability.

New Source Review. The EPA is  continuing its  na tiona l enforcement initia tive under the New Source Review
("NSR") provis ions  of the CAA. This  initia tive is  focus ed on determining whether companies  had fa iled to dis clos e
major repa irs  or a ltera tions  to facilities  tha t would have required the ins ta lla tion of new pollution control equipment.
As  pa rt of this  initia tive , the  Dis trict received four le tters  from the  EPA, under the  a uthority of Section 114 of the
CAA, re que s ting inform a tion on CGS  (the  "S e ction 114 Le tte rs "). In  Ma rch 2004, the  Dis tric t e nte re d in to
negotia tions  with the EPA rega rding pos s ible additiona l control technology to reduce emis s ion levels  from Dis trict
genera ting units . To da te , the  EPA ha s  ta ken no enforcement a ction a ga ins t the  Dis trict for a lleged viola tions  of
NS R regula tions  a t CGS . The  Dis trict a nticipa te s  a  re s olution with the  EP A tha t would require  ins ta lla tion of
a dditiona l controls  a t CGS . Any a dditiona l controls  would a ls o be  cons is tent with BART requirem ents  for the
genera ting s ta tion.

Water Rights

Gila  Rive r The  Dis trict a nd the  As s ocia tion a re  pa rtie s  to a  s ta te  wa te r rights  a djudica tion
proceeding initia ted in 1976 which encompasses  the entire  Gila  River Sys tem (the "Gila  River Adjudica tion"). This
proceeding is  pending in the Superior Court for the S ta te of Arizona , Maricopa  County, and will eventua lly result in
the  de te rmina tion of a ll conflicting rights  to wa ter from the  Gila  River a nd its  tributa ries , including the  S a lt a nd
Verde Rivers . The Dis trict and the Associa tion a re unable to predict the ultimate outcome of the proceeding.

Gila  Rive r  In d ia n Community. The  Unite d S ta te s  on be ha lf of the  Gila  Rive r India n Com m unity ("GRI
Community") filed a  la ws uit in 1982 in the  Federa l Dis trict Court, Dis trict of Arizona , to protect the  wa te r right
cla ims  of the GRI Community. The As s ocia tion is  among the many defendants  named in this  laws uit. The laws uit
cla ims  tha t the defendants ' us e of s urface wa ter and groundwa ter viola tes  the GRI Community's  rights  to wa ter in
certa in s pecified a rea s , and reques ts  a  decree s pecifying the GRI Community's  rights , injunctive relief to s top the
a lleged illega l use of water by the defendants , and damages  for increased cos ts  to the GRI Community from, among
othe r things , ha ving to deepen its  we lls . This  la ws uit ha s  been s ta yed pending the  outcom e  of the  Gila  Rive r
Adjudica tion.

In 2004, the  U.S . Congre s s  ena cted the  Arizona  Wa te r Rights  S e ttlem ent Act which, s ince  it is  now fully
enforceable, resolves  the cla ims  of the GRI Community lis ted above as  well a s  many of the cla ims  in the Gila  River
Adjudica tion.

Little  Colora do River Adjudica tion. In 1978, a  wa ter rights  a djudica tion wa s  initia ted in the  Apa che County
S uperior Court with rega rd to the  Little  Colora do River S ys tem. The Dis trict ha s  filed its  cla im to wa ter rights  in
this  proceeding, which includes  a  cla im for groundwater being used in the opera tion of CGS. The Dis trict is  unable
to predict the  ultima te  outcome of this  proceeding, but be lieves  a n a dequa te  wa ter s upply for CGS  will rema in
ava ilable .

Coal Supply

Navajo Nation  v. Peabody (ITS. Dis tric t Court, D.C Dis trict, - RICO Ca s e ). In 1999, the Nava jo Na tion filed a
la ws uit in the  United S ta te s  Dis trict Court in Wa s hington D.C., in which the  Hopi Tribe  la te r wa s  joined a s  a
pla intiff. The lawsuit a ris es  out of negotia tions  culmina ting in 1987 with amendments  to the coa l leases  and rela ted
a greements . The Na va jo Na tion a nd the  Hopi tribe  a llege tha t Pea body (the  coa l s upplier for NGS a nd Moha ve),
S CE (ope ra ting a gent for Moha ve), the  Dis trict (ope ra ting a gent for NGS ), a nd ce rta in othe r de fenda nts , ha d
improperly induced the  Depa rtment of the  Interior to not a pprove the  coa l roya lty ra te  propos ed by the  Na va jo in
viola tion of the federa l racketeering s ta tutes . They further a lleged tha t the Department's  fa ilure to approve the ra te
ca us ed the  tribes  to negotia te  a nd s e ttle  upon a  s ubs ta ntia lly lower roya lty ra te . The s uit a lleges  $600 million in
damages . The pla intiffs  a lso seek treble damages  aga ins t the defendants , measured by amounts  awarded under the
ra cke teering s ta tutes . In a ddition, the  pla intiffs  cla im punitive  da ma ges  of not les s  tha n S l billion. In 2001, the
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cla ims  of both the Nava jo Na tion and the Hopi Tribe were dismissed in their entirety with respect to the Dis trict, but
the dismissal is  appealable.

On Februa ry 9, 2005, the  U.S . Dis trict Court gra nted a  motion to s ta y the  litiga tion until further order of the
court while the parties  were in media tion with respect to this  litiga tion and rela ted bus iness  is sues . On November 9,
2007, the pa rties  jointly filed a  s ta tus  report in the Dis trict Court, s ta ting tha t they had fa iled to resolve the lawsuit
a nd termina ting the  media tion. Hence , the  pa rties  ha ve  reques ted tha t the  Dis trict Court te rmina te  the  s ta y a nd
res tore the case to the active docket.

In an earlier case tiled in the Federa l Court of Cla ims  agains t the United Sta tes  Government and based on s imilar
a llega tions , the U. S . Court of Appea ls  for the Federa l Circuit held tha t the Nava jo Na tion had a  cognizable money-
manda ting cla im aga ins t the United Sta tes  for breach of trus t and tha t the government had breached its  duties . The
Court of Appea ls  remanded the case to the Court of Cla ims  for proceedings  cons is tent with its  ruling. The Court of
Cla ims  aga in found tha t the U.S . Government had not breached any compensable duty of trus t owed to the Nava jo
Na tion. On a ppea l, the  Court of Appea ls  a ga in revers ed the  Court of Cla ims . The U.S . Government then s ought,
but was  denied, rehearing of the order of the Court of Appea ls  and is  now deciding whether to petition for certiora ri.

S e e  "THE ELECTRIC S YS TEM Exis ting a nd Future  Res ources
additiona l discuss ion of matters  rela ting to Mohave.

Moha ve  Ge ne ra ting S ta tion" for

Peabody Lega l Fees  Cases . Pea body cla ims  it is  entitled to reimburs ement under both the NGS Coa l Supply
Agreement and the Mohave Coa l Supply Agreement for its  cos ts  a s socia ted with the defense of the cha llenges  by
the Nava jo Na tion and Hopi Tribe to the coa l lea s es . (See the  RICO Case , above.) Peabody has  tiled two separa te
lawsuits  in the Superior Court of Arizona  aga ins t the NGS and Mohave Participants , respectively, s eeking recovery
of these fees . The Mohave and NGS Participants  dispute Peabody's  a ttempt to recover its  lega l cos ts  under the coa l
supply agreements .

In the  NGS  lega l fees  ca s e , the  Ma ricopa  County S uperior Court dis mis s ed P ea body's  cla ims  for lega l fees
aga ins t the NGS Pa rticipants . The Arizona  Court of Appea ls  a ffirmed the dis mis s a l, and petition for review to the
Arizona  Supreme Court was  denied. Thus  the decis ion is  fina l.

As  for the Mohave lega l fees  case, the Mohave Participants  and Peabody had executed a  settlement agreement
purs ua nt to which P ea body gra nted the  Moha ve  P a rticipa nts  a  wa iver for fees  incurred prior to J a nua ry 2006.
However, a s  described above, the lawsuit for fees  a ris ing a fter December 2005 remained until December 17, 2007,
when the court granted the Dis trict's  motion for summary judgment to the effect tha t the Dis trict was  not respons ible
for Pea body's  lega l fees  incurred in the  RICO Ca s e . At the reques t of SCE, the Dis trict is  cons idering s taying its
prosecution of its  countercla im until completion ofthe  RICO Case .

S e e  "THE ELECTRIC S YS TEM Exis ting a nd Future  Res ources
additiona l discuss ion of matters  rela ting to Mohave.

Mohave Generating Station" for

Peabody v. SRP (the  Sr. Lou is Case). In October 2004, Peabody a lso filed suit in St. Louis , Missouri aga ins t the
Dis trict and the other owners  of NGS asserting cla ims  aga ins t both the NGS Participants  and the Dis trict rela ting to
lia bility is s ues  a s s ocia ted with the Na va jo Na tion v. P e a body ca s e , a lle ge d bre a ch of the  NGS  Coa l S upply
Agreement, brea ch of indemnity obliga tions  owed to Pea body a s  the  a lleged a gent of the  NGS Pa rticipa nts , a nd
cla ims  of tortuous  interference  with contra cts  a nd tortuous  interference  with bus ines s  expecta ncies  a ga ins t the
Dis trict. The cla im s eeks  $500 million a nd uns pecified compens a tory da ma ges , prejudgment interes t, a ttorneys '
fees  and cos ts . This  case is  in its  discovery phase and is  s till pending.

Dis trict v. Pe a body (the  RHCC/FRC Ca s e ). The NGS Participants  a re contes ting their a lleged liability for mine
clos ing, fina l reclamation, mine decommiss ioning and environmenta l monitoring cos ts , and certa in pos t-retirement
hea lth ca s e  a nd life  ins ura nce benefits  tha t Pea body will pa y or provide to its  employees  a fter termina tion of the
NGS  Coa l S upply Agreement a nd a s s ocia ted clos ure  of the  Ka yenta  Mine . On December 3, 2007, the  Dis trict
approved and executed, on behalf of the NGS Participants , a  proposed settlement and mutual release agreement with
Pea body. To be effective the s ettlement mus t be a pproved by a ll of the Pa rticipa nts . To da te  one Pa rticipa nt ha s
not yet approved the s ettlement. As  a  result, neither the Dis trict's  respons ibility nor the ultima te amount of liability,
if any, can be determined a t this  time. The Dis trict ha s  determined there is  a  range of pos s ible outcomes  and has
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recorded los s es  a t the  lower end of the  ra nge. Additiona l expos ure  to the  Dis trict could occur if the  outcome is  in
the higher end of the range.

The Dis trict is  unable to predict the likely outcome of thes e coa l s upply litiga tion ma tters  a t this  time but does
not believe tha t the fina l resolution of these ma tters  will have ma teria l adverse effects  on its  opera tions  or financia l
condition.

Na tu ra l Gas  Supp ly

The Dis trict had a  contract with E1 Paso Na tura l Gas  Transporta tion Company for the transporta tion of na tura l
gas  on a  full requirements  bas is . FERC converted the full requirements  contract to a  contract with monthly limits . A
Phoenix a rea  shipper, whose full requirements  contract was  a lso converted, asked FERC to rea lloca te transporta tion
cos ts  among a ll Phoenix a rea  shippers . If the shipper was  succes s ful, the approxima te impact to the Dis trict could
ha ve  been a s  much a s  $20 million. However, a fte r further uns ucces s ful a ppea ls , the  s hipper ha s  withdra wn its
reques t.

Ca lifo rn ia  Energy Marke t Litiga tion  and  Inves tiga tions

Numerous  FERC proceedings  a re  a ddres s ing va rious  a s pects  of the  Ca lifornia  energy ma rket "cris is " of 2000
through 2001. Severa l of these proceedings  involve potentia l refunds . Because the Dis trict bought and sold power
into the Ca lifornia  energy market, the Dis trict ha s  been drawn into many of the proceedings . However, the Dis trict
was  a  net buyer in the Ca lifornia  market during periods  being scrutinized, and believes  it is  entitled to reiiinds  if any
are ordered. The Dis trict has  received approximately $26 million in refunds  to da te.

On March 17, 2006, the three Ca lifornia  public utilities  and the Ca lifornia  Energy Overs ight Boa rd (collectively
"the Ca lifornia  Pa rties ") filed laws uits  in Ca lifornia  federa l court aga ins t numerous  public power utilities , including
the Dis trict, tha t ma de energy s a les  into the Ca lifornia  Ma rket in 2000 a nd 2001. The Ca lifornia  Pa rties ' Notice of
Cla im preceding this  lawsuit, a lleged es timated damages  of $62.3 million, without cons idera tion of offsets  due to the
Dis trict. Additiona lly, on December 30, 2005, the  Dis trict received a  Notice  of Cla im from the Ca lifornia  Attorney
Genera l and the Ca lifornia  Depa rtment of Wa ter Res ources  with s imila r a llega tions  and a lleged damages  of $8.5
million, without cons idera tion of offs ets  due to the Dis trict. No la ws uit on this  Notice of Cla im ha s  been filed. The
Dis trict believes  it has  offsets  a s  a  net buyer in the Ca lifornia  Power Market which exceed the amount of the cla ims
asserted aga ins t it. The Ca lifornia  Parties , a s  well a s  the Ca lifornia  Attorney Genera l and the Ca lifornia  Department
of Water Resources , have executed a  s tand-s till agreement with the Dis trict tha t resulted in a  dismissa l of the cla ims
a ga ins t the  Dis trict, without pre judice , a nd preclude filing of litiga tion by the  Ca lifornia  Attorney Genera l a nd the
California  Department of Water Resources .

U.S . Suprem e  Court Tax Cas e

In May 2007, the U.S. Supreme Court agreed to hear a  case on the cons titutiona lity of a  s ta te exempting from its
income ta x interes t on bonds  is s ued by it or one of its  politica l s ubdivis ions , but not interes t on bonds  is s ued by
other s ta tes  or their politica l subdivis ions . Although this  case involves  the Commonwea lth of Kentucky, the S ta te of
Arizona  has  s imila r exemptions , so the decis ion by the Supreme Court likely would a ffect Arizona  and other s ta tes
a s  well. The U.S . Supreme Court hea rd ora l a rguments  in November 2007, but no decis ion in the  ca s e  ha s  been
rendered. The Dis trict is  una ble  to predict the outcome of this  ma tter or the effect the decis ion would ha ve on the
Dis trict or the holders  of its  outs tanding tax-exempt obliga tions .

Taxes

S e e  "S ELECTED OP ERATIONAL AND FINANCIAL DATA Customers, Sales, Revenues and Expenses
Volunta ry Contributions  in Lieu of Taxes" for a  dis cus s ion of a  cha llenge by the Arizona  Department of Revenue to
the Dis trict's  computa tion of tota l property va lue for purposes  of its  volunta ry contributions  in lieu of taxes .

LEG ALITY O F REVENUE BO NDS  FO R INVES TMENT

Under the Act, the 2008 Series  A Bonds  cons titute lega l inves tments  for savings  banks , banks , savings  and loan
as s ocia tions , trus t companies , executors , adminis tra tors , trus tees , gua rdians  and other fiducia ries  in the S ta te  of
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Arizona  and for any boa rd, body, agency or ins trumenta lity of the S ta te  of Arizona , or of any county, municipa lity
or other politica l s ubdivis ion of the  S ta te  of Arizona , a nd cons titute  s ecurities  which ma y be depos ited by ba nks ,
savings  and loan associa tions  or trus t companies  as  security for depos its  of s ta te, county, municipal and other public
funds .

UNDE R WR ITING

The Underwriters  have jointly and s evera lly agreed, s ubject to certa in conditions , to purchas e a ll, but not les s
than a ll, of the 2008 Series  A Bonds  from the Dis trict a t an aggrega te purchase price, of $816,l39,075.37, reflecting
a  net origina l is sue premium of $3,386,287.l5 and an underwriters ' discount of $3,897,2l1.78 from the initia l public
offering prices  set forth on the ins ide cover page of this  Officia l S ta tement.

TAX MATTE R S

Federa l Incom e Taxes

The  Inte rna l Re ve nue  Code  of 1986 (the  "Code ") im pos e s  ce rta in re quire m e nts  tha t m us t be  m e t a t a nd
subsequent to the is suance and delivery of the 2008 Series  A Bonds  for interes t thereon to be and remain excluded
from gross  income for federa l income tax purposes . Noncompliance with such requirements  could cause the interes t
on the 2008 Series  A Bonds  to be included in gross  income for federa l income tax purposes  retroactive to the da te of
is sue of the 2008 Series  A Bonds . The Dis trict has  covenanted to comply with the provis ions  of the Code applicable
to the 2008 Series  A Bonds , and has  covenanted not to take any action or permit any action tha t would cause the
interes t on the 2008 Series  A Bonds  to be included in gross  income under Section 103 of the Code applicable to the
2008 S e rie s  A Bonds . In a ddition, the  Dis trict ha s  m a de  ce rta in repres enta tions  a nd ce rtifica tions  in the  Ta x
Certifica te  a s  to Arbitra ge a nd the P rovis ions  of Sections  141-150 of the Interna l Revenue Code of 1986. Specia l
Tax Counsel will not independently verify the accuracy of those certifica tions  and representa tions .

In the opinion of Nixon Pea body LLP, Specia l Ta x Couns el, under exis ting la w a nd a s s uming complia nce with
the a forementioned covenants  and the accuracy of certa in repres enta tions  and certifica tions  made by the Dis trict
described above, interes t on the 2008 Series  A Bonds  is  excluded from gross  income for federa l income tax purposes
under s ection 103 of the  Code . S pecia l Ta x Couns e l is  a ls o of the  opinion tha t s uch inte res t is  not trea ted a s  a
preference item in ca lcula ting the a lterna tive minimum tax imposed Luider the Code with respect to individua ls  and
corpora tions . Interes t on the 2008 Series  A Bonds  is , however, included in the adjus ted current ea rnings  of certa in
corpora tions  for purposes  of computing the a lterna tive minimum tax imposed on such corpora tions .

State Taxes

S pecia l Ta x Couns e l is  a ls o of the  opinion tha t, under exis ting la w, inte res t on the  2008 S eries  A Bonds  is
exempt from income taxes  imposed by the Sta te of Arizona .

Original Is s ue  Dis count

Specia l Tax Counsel is  further of the opinion tha t the difference between the principa l amount of the 2008 Series
A Bonds  ma turing on J a nua ry l, 2033 a nd on J a nua ry 1, 2038, (collectively the  "Dis count Bonds ") a nd the  initia l
offe ring price  to the  public (excluding bond hous es , broke rs  or s im ila r pe rs ons  or orga niza tions  a cting in the
capacity of underwriters  or wholesa lers ) a t which price a  subs tantia l amount of such Discount Bonds  of the s ame
ma turity wa s  s old cons titutes  origina l is s ue dis count which is  excluded from gros s  income for federa l income ta x
purposes  to the same extent as  interes t on the Bonds . Further, such origina l is sue discount accrues  actuaria lly on a
cons tant interes t ra te bas is  over the term of each Discount Bond and the bas is  of each Discount Bond acquired a t
s uch initia l offering price  by a n initia l purcha s er thereof will be  increa s ed by the a mount of s uch a ccrued origina l
issue discount. The accrual of origina l is sue discount may be taken into account as  an increase in the amount of tax-
exempt income for purpos es  of determining va rious  other ta x cons equences  of owning the Dis count Bonds , even
though there will not be a  corresponding cash payment. Owners  of the Discount Bonds  a re advised tha t they should
consult with their own advisors  with respect to the s ta te and loca l tax consequences  of owning such Discount Bonds .
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Orig ina l Is s ue  Prem ium

The 2008 S eries  A Bonds  ma turing on J a nua ry 1, 2016 through J a nua ry 1, 2028 (collective ly, the  "P remium
Bonds") a re being offered a t prices  in exces s  of their principa l amounts . An initia l purchaser with an initia l adjus ted
ba s is  in a  2008 Series  A Bond in exces s  of its  principa l a mount will ha ve a mortiza ble  bond premium which is  not
deductible  from gros s  income for federa l income ta x purpos es . The  a mount of a mortiza ble  bond premium for a
taxable yea r is  determined actua ria lly on a  cons tant interes t ra te  ba s is  over the term of each 2008 Series  A Bond
ba s ed on the purcha s er's  yield to ma turity (or, in the ca s e of 2008 Series  A Bonds  ca lla ble  prior to their ma turity,
over the period to the ca ll da te, based on the purchaser's  yield to the ca ll da te and giving effect to any ca ll premium).
For purpos es  of de te rm ining ga in or los s  on the  s a le  or othe r dis pos ition of a  2008 S e rie s  A Bond, a n initia l
purchaser who acquires  such obliga tion with an amortizable bond premium is  required to decrease such purchaser's
a djus ted ba s is  in s uch 2008 Series  A Bond a nnua lly by the a mount of a mortiza ble  bond premium for the  ta xa ble
yea r. The a mortiza tion of bond premium ma y be  ta ken into a ccount a s  a  reduction in the  a mount of ta x-exempt
income for purposes  of determining va rious  other tax consequences  of owning such 2008 Series  A Bonds . Owners
of the 2008 Series  A Bonds  a re advised tha t they should consult with their own advisors  with respect to the s ta te and
loca l tax consequences  of owning such 2008 Series  A Bonds .

An c illa ry Ta x Ma tte rs

Owners hip of the  2008 S erie s  A Bonds  m a y res ult in othe r fede ra l ta x cons equences  to ce rta in ta xpa yers ,
including, without lim ita tion, ce rta in S  corpora tions , fore ign corpora tions  with bra nches  in the  United S ta te s ,
property and ca s ua lty ins urance companies , individua ls  receiving Socia l Security or Ra ilroad Retirement benefits ,
individua ls  s eeking to cla im the ea rned income credit, and taxpayers  (including banks , thrift ins titutions  and other
financia l ins titutions ) who may be deemed to have incurred or continued indebtednes s  to purchas e or to ca rry the
Bonds .

Commencing with interes t pa id in 2006, interes t pa id on tax-exempt obliga tions  such as  the Bonds  is  subject to
infonna tion reporting to the  Interna l Revenue S ervice  (the  "IRS ") in a  ma nner s imila r to interes t pa id on ta xa ble
obliga tions . In addition, interes t on the 2008 Series  A Bonds  may be subject to backup withholding if such interes t
is  pa id to a  regis tered owner tha t (a ) fa ils  to provide certa in identifying informa tion (such a s  the regis tered owner's
ta xpa yer identifica tion number) in the  ma nner required by the IRS , or (b) ha s  been identified by the IRS  a s  being
subject to backup withholding.

Specia l Tax Counsel is  not rendering any opinion as  to any Federa l tax matters  other than those described under
the caption "Tax Ma tters ". P ros pective inves tors , pa rticula rly thos e who may be s ubject to s pecia l rules  des cribed
above, a re advised to consult their own tax advisors  regarding the federa l tax consequences  of owning and dispos ing
of the  2008 Series  A Bonds , a s  well a s  a ny ta x cons equences  a ris ing under the  la ws  of a ny s ta te  or other ta xing
juris diction.

Changes in Law and Post Issuance Events

Legis la tive  or a dminis tra tive  a ctions  a nd court decis ions , a t e ithe r the  federa l or s ta te  leve l, could ha ve  a n
a dvers e  impa ct on the  potentia l benefits  of the  exclus ion from gros s  income of the  interes t on the  2008 Series  A
Bonds  for Federa l or s ta te income tax purposes , and thus  on the va lue or marketability of the 2008 Series  A Bonds .
This  could res ult from cha nges  to Federa l or s ta te  income ta x ra tes , cha nges  in the  s tructure  of Federa l or s ta te
income taxes  (including replacement with another type of tax), repea l of the exclus ion of the interes t on the Bonds
from gross  income for Federa l or s ta te income tax purposes , or otherwise. It is  not poss ible to predict whether any
legis la tive or adminis tra tive actions  or court decis ions  having an adverse impact on the Federa l or s ta te income tax
trea tment of holders  of the 2008 Series  A Bonds  ma y occur. P ros pective purcha s ers  of the 2008 Series  A Bonds
should consult their own tax advisers  regarding such matters .

On November 5, 2007, the U.S. Supreme Court heard ora l a rgument on Davis  v. Kentucky Depot Of Revenue of
The Finance and Admin. Cabinet, 197 S .W.3d 557 (2006), a  ca se tha t has  ques tioned the permis s ibility under the
U.S . Cons titution of the  Commonwea lth of Kentucky providing for a  s ta te  income ta x exemption for inte res t on
obliga tions  is s ued by Kentucky or its  s ubdivis ions  while  ta xing inte res t on obliga tions  of othe r s ta te s  or the ir
subdivis ions . The laws  of the s ta te of Arizona  currently result in such differing trea tment, by exempting interes t on
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obliga tions  of Arizona  and its  s ubdivis ions  and ins trumenta lities  while  taxing the interes t on obliga tions  is s ued by
other s ta tes  or their subdivis ions  or ins trumenta lities .

Specia l Tax Counsel has  not undertaken to advise in the future whether any events  a fter the da te of is suance and
de live ry of the  2008 S erie s  A Bonds  m a y a ffect the  ta x s ta tus  of inte res t on the  Bonds . S pecia l Ta x Couns el
expresses  no opinion as  to any Federa l, s ta te or local tax law consequences  with respect to the 2008 Series  A Bonds ,
or the interes t thereon, if any action is  taken with respect to the 2008 Series  A Bonds  or the proceeds  thereof upon
the advice or approval of other counsel.

AP P RO VAL O F LEG AL MATTERS

Lega l matters  incident to the authoriza tion and is suance of the 2008 Series  A Bonds  a re subject to the approva l
of Drinke r Biddle  & Refth LLP , Bond Couns e l, whos e  fina l a pproving opinion will be  de live red with the  2008
Series  A Bonds  in s ubs tantia lly the form a tta ched hereto a s  Appendix C. Certa in lega l ma tters  in connection with
the 2008 Series  A Bonds  will be pas sed upon for the Dis trict by J ennings , S trous s  & Sa lmon, P .L.C. and by Nixon
P e a body LLP , S pe c ia l Ta x Couns e l,  whos e  ta x opin ion  will be  de live re d  with  the  2008 S e rie s  A Bonds  in
s ubs ta ntia lly the  font a tta che d he re to  a s  Appe ndix C. Ce rta in  le ga l m a tte rs  will be  pa s s e d  upon for the
Underwriters  by Wins ton & Strawn LLP, counsel to the Underwriters .

The va rious  lega l opinions  and/or certifica tion to be delivered concurrently with the delivery of the 2008 Series
A Bonds  expres s  the profes s iona l judgment of the a ttorneys  rendering the opinions  a s  to the lega l is sues  explicitly
a ddres s ed there in. In rendering a  lega l opinion a nd/or certifica tion, the  a ttorney does  not become a n ins urer or
guarantor of tha t expres s ion of profes s iona l judgment, of the transaction opined upon, or the future performance of
pa rties  to the trans action. Nor does  the rendering of an opinion and/or certifica tion gua rantee the outcome of any
legal dispute that may arise out of the transaction.

RATING S

Moody's  Inve s to r S e rvice  a nd  S ta nda rd  & P oor's  Corpora tion  ha ve  g ive n  the  ra tings  o f Aa l a nd  AA,
re s pective ly, to the  2008 S e rie s  A Bonds , S uch ra tings  re fle ct only the  vie w of s uch orga niza tions , a nd a n
explana tion of the s ignificance of such ra ting may be obta ined only from the respective ra ting agency. There is  no
a s s ura nce  tha t s uch ra tings  will be  m a inta ine d for a ny give n pe riod of tim e , or tha t the y will not be  re vis e d
downward, or be withdrawn entirely by the res pective ra ting agency if, in its  judgment, circums tances  s o wa rrant.
Any s uch downward revis ion or withdrawa l of s uch ra tings  may have an advers e effect on the market price of the
2008 Series  A Bonds .

CO NTINUING  DIS CLO S URE

Purs ua nt to the  Continuing Dis clos ure  Agreement, the  Dis trict will covena nt for the  benefit of the  holders  a nd
Beneficia l Owners  of the 2008 Series  A Bonds  to provide certa in financia l information and opera ting da ta  rela ting to
the Dis trict by not la ter than 180 days  a fter the end of each of the Dis trict's  fis ca l yea rs  (presently, each April 30),
com m e ncing with the  fis ca l ye a r e nding April 30, 2008 (the  "Annua l Re port"),  a nd to provide  notice s  of the
occurrence  of ce rta in enumera ted events  with res pect to the  2008 S eries  A Bonds , if ma teria l. The  Continuing
Disclosure Agreement provides  tha t the Annua l Report and any notices  of such materia l events  will be filed by or on
beha lf of the Dis trict with each na tiona lly recognized municipa l s ecurities  information repos itory and with the S ta te
information repos itory, if any, es tablished by the S ta te of Arizona . Under the Continuing Disclosure Agreement, the
s ole  re m e dy for a ny Bondholde r upon a n e ve nt of de fa ult is  a  la ws uit for s pe cific  pe rform a nce  in a  court of
competent juris diction. See "Appendix D - Form of Continuing Dis clos ure  Agreement."

The  Dis trict's  covena nt is  be ing ma de  in orde r to a s s is t the  Underwrite rs  in complying with the  s econda ry
ma rket dis clos ure  requirements  of Rule  l5(c)2-12 of the  Securities  a nd Excha nge Commis s ion (the  "Rule"). The
Dis trict has  never fa iled to comply in any ma teria l respect with any previous  undertaking with rega rd to the Rule to
provide annual reports  or notices  of materia l events .
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INDEPENDENT ACCOUNTANTS

SRP's financial statements as of April 30, 2007 and April 30, 2006 and for the years then ended, included in this
Official Statement, have been audited by PricewaterhouseCoopers LLP, independent accountants, as stated in their
report appearing herein. The financial  statements are presented on a combined basis including the financial
information of both the District and the Association due to the relationship between the two. The District's revenues
support the operations of the water and irrigation system as needed. See "THE DISTRICT - General" and
History" for a further discussion of the relationship between the District and the Association

FINANCIAL ADVISOR

The District has retained Public Financial Management ("PFM") as its financial advisor. Although PFM has
assisted in the preparation of this Official Statement, PFM is not obligated to undertake and has not undertaken to
make, an independent verification or to assume responsibility for the accuracy, completeness or fairness of the
information contained in this Official Statement

OTHER AVAILABLE INFORMATION

SRP prepares an annual report  with respect  to each fiscal  year ending April  30,  which typically becomes
available in September of the following fiscal year. The annual report includes information relating to SRP's staff
legal and financial services, operations and audited financial statements for the fiscal year ending April 30. SRP's
financial statements are presented on a combined basis including the financial information of both the District and
the Association

The annual report with audited financial statements for the year ended April 30, 2008 is not yet available. When
available, copies of the annual report and audited financial statements may be obtained by writing to Salt River
Project Agricultural Improvement and Power District ,  Corporate Communications,  PAB340, P.O. Box 52025
Phoenix, AZ 85072-2025. Copies of the Annual Report can also be obtained by contacting 602-236-2598 or by
sending a request to invest0r@srpnet

MISCELLANEOUS

References herein to the Act,  the Resolution and certain other statutes. resolutions and contracts are brief
discussions of certain provisions thereof. Such discussions do not purport to be complete, arid reference is made to
such documents for full and complete statements of such provisions

Any statements made in this Official Statement involving matters of opinion or of projections, whether or not so
expressly stated, are set forth as such and not as representations of fact, and no representation is made that any of the
projections will be realized

The District has authorized the execution and delivery of this Official Statement

Salt River Project Agricultural
Improvement and Power District

/s/ John M. Williams. Jr
President

/s/ Richard H. Silverman
General Manager

Attest

/s/ Terrill A. Logon
Corporate Secretary
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APPENDIX A .-- REPORT OF INDEPENDENT AUDITORS AND COMBINED FINANCIAL STATEMENTS
AS OF APRIL 30, 2007 AND 2006

> c

REPORT OF INDEPENDENT AUDITORS
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Pri¢ewaterhnusaGoope4;s LLP
480 Campus Drive
Q O. Box 988
Fiorham Park NJ O?8'82
Telephone (9733 23.64800
Facsimile 1973) 236 5668

Report of Independent Auditors

To the Board of Directors of the
Salt River Project Agricultural Improvement and
Power District and the Board of Governors of the
Salt River Valley Water Users' Association

In our opinion, the accompanying combined balance sheets and the related combined statements of net
revenues and comprehensive income (loss), and cash flows present fairly, in all material respects, the
financial its subsidiaries and
the Salt River Valley Water Users' Association (collectively, "SRP ) at April 30, 2007 and 2006, and the
results of their operations and their cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of SRP's management. Our responsibility is to express an opinion on these f inancial
statements based on our audits. We conducted our audits of these statements in accordance with auditing
standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

position of Salt River Project Agricultural Improvement and Power District and

z L 2 /4 6, D14

June 15, 2007
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SALT RIVER PROJECT
COMBINED BALANCE SHEETS

APRIL 30, 2007 AND 2006

(Thousands)

ASSETS
UTILITY PLANT

Plant in service
Electric
Irrigation
Common

Total plant in service
Less - Accumulated depreciation on plant in service

$ 8,311,459
274,029
443,533

9.029.021

$ 8,596,738
283,065
472,244

9,352,047
(4,419,510)
4,932,537 4,861,357

Plant held for future use
Construction work in progress
Nuclear fuel, net 45,955

5,493,355

309,674
42,156

5,216,470

OTHER PROPERTY AND INVESTMENTS
Non-utility property and other investments
Segregated funds, net of current portion

137,837
877,171

1,015,008

121,313
677,652
798,965

CURRENT ASSETS
Cash and cash equivalents
Rate Stabilization Fund
Temporary investments
Current portion of segregated funds
Receivables, net of allowance for doubtful accounts
Fuel stocks
Materials and
Other current assets

DEFERRED CHARGES AND OTHER ASSETS

495,150
82,273

137.058
83.000

226,456
26,902

106,740
57,524

1,215,103
422,266

$ 8,145,732

465,947
56,892

152,604
79.010

189,013
28,540
92,543
62.668

1.127.217
306,321

96 7,448,973

$ 3,041,408 $ 2,893,017

3,606,896

6.648.304

3,140,862
6,033,879

CAPITALIZATION AND LIABILITIES
LONG-TERM DEBT
ACCUMULATED NET REVENUES AND OTHER

COMPREHENSIVE INCDME
TOTAL CAPITALIZATION

CURRENT LIABILITIES
Current portion of long-term debt
Accounts payable
Accrued taxes and tax equivalents
Accrued interest
Customers' deposits
Other current liabilities

146,148
219,027

75.135
47.646
73,909

159.745

131.346
162.804

72.757
45.407
65,522

217.409
695.245

719.849775.818DEFERRED CREDITS AND OTHER NON-CURRENT LIABILITIES
COMMITMENTS AND CONTINGENCIES
(Notes 5,7,8,9,10, and al $ 8,145,732 $ 7,448,973

The accompanying notes are an integral part of these combined financial statements



SALT RIVER PROJECT
COMBINED STATEMENTS OF NET REVENUES AND COMPREHENSIVE INCOME

FOR THE YEARS ENDED APRIL 30, 2007 AND 2006

(Thousands)

2007 2006

OPERATING REVENUES
Retail Electric .
Water..
Other .

$2,054,652

12,893

563,188

S 1,885,912

12.036

624.022

Tota l ope ra ting re ve nue s .- 2,630,733 2,521,970

OPERATING EXPENSES
Power purchased...
Fuel used in electric generation...
Other operating expunges
Maintenance..
Depreciation and amortization...
Taxes and tax equivalents ..

475,349
615,961
439,338
236,646
348,643

97,607

453.549
605.078
461.367
205.193
313.562
100.953

Tota l ope ra ting e xpe nse s  .. 2,213,544 2,139,702

Net operating revenues .. 417,189 382,268

86,765 53.807
97.041

OTHER INCOME (EXPENSES)
Interest income..
Gain on Sale of Available for Sale Securities .
Other income, net . 3,459

Total other income, net.. 90,224 158,966

Net revenues before financing costs .. 507,413 541,234

FINANCING COSTS
Interest on bonds .
Capitalized interest ..
Amortization of bond discount/ premium and issuance expenses
Interest on other obligations ..

122,093
(9,110)
(6,181)
32,821

117,069
(11,971)
(7,932)
28.668

Net financing costs .. 139,623 125.834

NET REVENUES .. 367,790 415.400

OTHER COMPREHENSIVE INCOME .. 98,244

COMPREHENSIVE INCOME.. as 466,034 3 426,301

The accompanyingnotes are an integral part of these combinedfinancial statements.
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SALT RIVER PROIECT
COMBINED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED APRIL 30, 2007 AND 2006

(Thousands)

$ 367,790 $ 415,400

348.643
(6,181)
(4,809)

313,562
(7,933)
(8,124)

(12,559)
(37,443)

(6,222)
31,807
15,991

(147,372)

56,223 (9,197)

(49,277)
217,602
742,378

57.984

CASH FLOWS FROM OPERATING ACTIVITIES
Net revenues
Adjustments to reconcile  net revenues to net cash provided by

opera ting activities
Deprecia tion, amortiza tion and accre tion
Amortiza tion of ne t bond discount/ premium and issuance  expenses
Gain on sale of capital assets
Decrease (increase) in

Fuel stocks and materia ls & supplies
Receivables, including unbilled revenues, net
Other current assets
Deferred charges and other assets

Increase (decrease) in
Accounts payable
Accrued taxes and tax equivalents
Accrued inte rest
Current liabilitie s
Deferred credits  and other non-current liabilities

Net cash provided by opera ting activities 821.420

CASH FLOWS FROM INVESTING ACTIVITIES
Additions  to utility pla nt, ne t
Proceeds from disposition of assets
Purchases of investments
Sales and maturities of securities
Transition gain from sale  of available-for-sale  securities
Net Change in temporary 'investments

Net cash used for investing activities

(650,520)
43.512

(1,494,805)
1,290,228

(881,945)

(432,027)
10

(1,171,189)
944,203
97,041

(124,361)
(675,602)

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of revenue bonds
Repayment of long-te rm debt, including re fundings

Net cash used for financing activities

299,963
(131,193)
168,770

343,844
(312,144)

31

NET INCREAS E IN CAS H AND CAS H EQUIVALENTS 29,203 177.518

BALANCE AT BEGINNING OF YEAR IN CAS H AND CAS H
EQUIVALENTS 465.947

$ 495,150BALANCE AT END OF YEAR IN CAS H AND CAS H EQUIVALENTS

288.429

$ 465,947

S UP P LEMENTAL INFORMATION
Cash Paid for Interest (Net of capita lized interest)
Non-cash Financing Activities

Loss on bond re tirement

S  1 4 3 ,5 6 5 al 132,359

The accompanying notes are an integral part of these combined financial statements
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SALT RWER PROJ ECT

NOTES TO COMBINED FINANCIAL STATEMENTS
APRIL 30, 2007 AND 2006

(1) Basis of Presentation:

The Company

The Sal t  River  Project  Agr icul tura l  Improvement  and Power  Dis t r i ct  ( the  Dis t r i ct )  i s  an agr icul tura l
improvement district organized in 1937 under the laws of the State of Arizona. It operates the Salt River Project
(the Project), a federal reclamation project, under contracts with the Salt River Valley Water Users' Association (the
Association), by which it has assumed the obligations and assets of the Association, including its obligations to the
United States of America for the care, operation and maintenance of the Project. The District owns and operates an
electric system that generates, purchases, transmits and distributes electric power and energy, and provides electric
service to residential, commercial, industrial and agricultural power users in a 2,900 square mile service territory in
parts of Maricopa, Gila and Pinal Counties, plus mine loads in an adjacent 2,400 square mile area in Gila and Pinal
Counties. The Association, incorporated under the laws of the Territory of Arizona in 1903, operates an irrigation
system as the agent of the District.

Possession and Use of Utility Plant

The United States of America retains a paramount right or claim in the Project that arises from the original
construction and operation of certain of the Project's electric and water facilities as a federal reclamation project.
Rights to the possession and use OIT and to all revenues produced by, these facilities are evidenced by contractual
arrangements with the United States of America.

Prineqzles of Combination

The accompanying combined financial statements reflect the combined accounts of the Association and the
District (together referred to as SRP). The District's financial statements are consolidated with its three wholly-
owned taxable subsidiaries: SRP Captive Risk Solutions, Limited (CRS), Papago Park Center, Inc. (PPC) and New
West Energy Corporation (New West Energy). Also included in the consolidation is the district's former wholly-
owned subsidiary, Springerville Four, LLC (Springerville Four) which was dissolved in April 2007. CRS i s  a
domestic captive insurer incorporated in January 2004 primarily to access property/boiler and machinery insurance
coverage under the Federal Terrorism Risk Insurance Act of 2002 for certified acts of terrorism. PPC is a real estate
management company. New West Energy was used at one time to market, at retail, energy available to the District
that was surplus to the needs of its retail customers, and energy that might have been rendered surplus in Arizona by
retail  competition in the supply of generation, but is now inactive. Springewille Four was a limited liability
company that until February l, 2007 held certain rights to construct a fourth unit at Springerville Generating Station.
Such rights were assigned to the District on that date, and Springerville Four was subsequently dissolved in April
2007. All material inter-company transactions and balances have been eliminated.

Regulation and Pricing Policies

Under Arizona law, the District's publicly elected Board of Directors (the Board) has the authority to establish
electric prices. The District is required to follow certain public notice and special Board meeting procedures before
implementing any changes in the standard electric price plans.

(2) Significant Accounting Policies:

Basis of Accounting

The accompanying combined financial  statements are presented in conformity with accounting principles
generally accepted in the United States of America (GAAP) and reflect the pricing policies of the Board. The
District's "regulated" operations apply Statement of Financial Accounting Standards No. 71, "Accounting for the
Effects of Certain Types of Regulat ion" (SFAS No.  71),  while "non-regulated" operat ions fol low GAAP for
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enterpris es  in genera l. Cla s s ifica tion of regula ted a nd non-regula ted opera tions  is  determined in a ccorda nce with
applicable GAAP accounting guidelines .

By virtue  of S RP  opera ting a  federa l recla ma tion project under contra ct, with the  federa l government's  pre-
emptive rights , a s s et ownership and certa in approva l rights , SRP is  cons idered for financia l reporting purposes  to
follow a ccounting s ta nda rds  a s  s et forth by the  Federa l Accounting S ta nda rds  Advis ory Boa rd (FASAB). Entities
reporting in a ccorda nce with the  s ta nda rds  is s ued by the  Fina ncia l Accounting S ta nda rds  Boa rd (FASB) prior to
October 19, 1999 (the da te the American Ins titute of Certified Public Accountants  (AICPA) des igna ted the FASAB
as  the accounting s tandard setting body for entities  under the federa l government) a re permitted to continue to report
in a ccorda nce with thos e s ta nda rds . Cons equently, SRP 's  fina ncia l s ta tements  a re  reported in a ccorda nce with
FASB s tandards .

The prepara tion of financia l s ta tements  in compliance with GAAP requires  management to make es tima tes  and
as sumptions  tha t a ffect the reported amounts  in the financia l s ta tements  and dis closures  of contingencies . Actua l
results  could differ from the es timates .

Utility Plant

Utility plant is  s ta ted a t the his torica l cos t of cons truction, les s  any impa irment los ses . Capita lized cons truction
cos ts  include labor, materia ls , services  purchased under contract, and a lloca tions  of indirect charges  for engineering,
s upervis ion, tra ns porta tion a nd a dminis tra tive  expens es  a nd ca pita lized interes t or a n a llowa nce for funds  us ed
during cons truction (AFUDC). AFUDC is  the  e s tim a ted cos t of funds  us ed to fina nce  pla nt a dditions  a nd is
recovered in prices  through deprecia tion expense over the useful life of the rela ted asset. The cos t of property tha t is
replaced, removed or abandoned, together with removal cos ts , less  sa lvage, is  charged to accumulated deprecia tion.

Composite ra tes  of 4.67% and 4.51% were used in fisca l years  2007 and 2006 to ca lcula te interes t on funds  used
to fina nce  cons truction work in  progre s s ,  re s ulting in  $9.1 m illion a nd $12.0 m illion of inte re s t ca pita lize d,
res pectively.

Deprecia tion expense is  computed on the s tra ight-line bas is  over the es timated useful lives  of the various  classes
of pla nt a s s e ts . The  following ta ble  re flects  the  Dis trict's  a ve ra ge  deprecia tion ra te s  on the  a ve ra ge  cos t of
depreciable assets , for the fisca l years  ended April 30:

2007 2006

Average electric depreciation rate...
Average irrigation depreciation rate .,
Average common depreciation rate ..

3.58%
1.93%
6.35%

3.51%
2.07%
5.36%

Bond Expense

Bond discount/premium and is suance expenses  a re amortized us ing the effective interes t method over the terms
of the rela ted bond issues .

Allowaneefor Doubtful Accounts

The Dis trict ha s  provided for a n a llowa nce for doubtful a ccounts  of $13.0 million a nd $12.7 million a s  of April
30, 2007 and 2006, respectively.

Nuc le a r Fue l

The Dis trict a mortizes  the  cos t of nuclea r fuel us ing the  units -of-production method. The units -of-production
method is  an amortiza tion method based on actua l phys ica l usage. The nuclea r fuel amortiza tion and the disposa l
expense a re components  of fuel expense. Accumula ted amortiza tion of nuclea r fuel a t April 30, 2007 and 2006 was
$408.2 million and $389.1 million, respectively.
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Asset Retirement Obligations

S RP  a dopte d S ta te m e nt of Fina ncia l Accounting S ta nda rds  No. 143, "Accounting for As s e t Re tire m e nt
Obliga tions " (S FAS  No. 143), on Ma y 1, 2003. S FAS  No. 143 requires  the  recognition a nd mea s urement of
liabilities  for lega l obliga tions  associa ted with the retirement of tangible long-lived assets . Under the s tandard, these
liabilities  a re recognized a t fa ir va lue as  incurred and capita lized as  part of the cos t of the rela ted tangible long-lived
as s ets . Accretion of the liabilities , due to the pa s s age of time, is  an opera ting expens e and the capita lized cos t is
deprecia ted over the  us eful life  of the  long-lived a s s e t. Retirement obliga tions  a s s ocia ted with long-lived a s s e ts
included within the scope of SFAS No. 143 are those for which a  lega l obliga tion exis ts  under enacted laws , s ta tutes ,
and written or ora l contracts , including obligations  aris ing under the doctrine of promissory es toppels .

The  Dis trict ha s  identified re tirement obliga tions  for the  P a lo Verde  Nuclea r Genera ting S ta tion (P VNGS ),
Na va jo Genera ting S ta tion (NGS ), Four Corne rs  Genera ting S ta tion (Four Corne rs ) a nd ce rta in othe r a s s e ts .
Amounts  recorded under SFAS No. 143, are subject to various  assumptions  and determinations , such as  determining
whether a n obliga tion exis ts  to remove a s s ets , es tima ting the fa ir va lue of the cos ts  of remova l, es tima ting when
fina l remova l will occur, a nd detennining the  credit-a djus ted, ris k-free  interes t ra tes  to be  utilized on dis counting
future liabilities . Changes  tha t may arise over time with regard to these assumptions  and determina tions  will change
amounts  recorded in the future as  expense for asset retirement obligations .

A s um m a ry of the  a s s e t re tirem ent obliga tion a ctivity of the  Dis trict for the  yea r ended April 30, 2007, is
included below (in millions ) :

Balance, May 1, 2006 ..

Liabilities  incurred .,

Accretion expense ..

Balance, April 30, 2007 ..

$1840

(0.3)

11.3

$195.0

In a ccorda nce  with regula tions  of the  Nuclea r Regula tory Commis s ion, the  Dis trict ma inta ins  a  trus t for the
decommiss ioning of PVNGS. Decommiss ioning funds  of $196.4 million and $172.8 million, s ta ted a t market va lue,
a s  of April 30, 2007 a nd 2006, res pective ly, a re  he ld in the  trus t a nd a re  cla s s ified a s  s egrega ted funds  in the
accompanying Combined Ba lance Sheets . Unrea lized ga ins  on decommiss ioning fund a s sets  of $17.0 million and
$5.6 m illion a t April 30, 2007 a nd 2006, re s pective ly, a re  included in de fe rred credits  a nd othe r non-current
liabilities  in the accompanying Combined Balance Sheets .

Regulatory Accounting

The Dis trict a ccounts  for the fina ncia l effects  of the regula ted portion of its  opera tions  in a ccorda nce with the
provis ions  of SFAS No. 71, which requires  cos t-ba s ed, ra te-regula ted utilities  to reflect the  impa cts  of regula tory
decis ions  in their financia l s ta tements . Regula tory assets  for spent nuclear fuel s torage a re amortized over the life of
the nuclea r plant. Bond defeasance regula tory a s sets  a re amortized over different periods , beginning in fis ca l yea r
1997 a nd ending in fis ca l yea r 2031. Regula tory a s s ets  a re  included in deferred cha rges  a nd other a s s ets  on the
accompanying Combined Balance Sheets .

Accounting for Energy Risk Management Activities

The  Dis trict ha s  a n ene rgy ris k m a na gem ent progra m  to lim it expos ure  to ris ks  inhe rent in nonna  ene rgy
bus ines s  opera tions . The goa l of the  energy ris k ma na gement progra m is  to mea s ure  a nd minimize expos ure  to
ma rket ris ks , credit ris ks  a nd opera tiona l ris ks . Specific goa ls  of the  energy ris k ma na gement progra m include
re ducing the  im pa ct of m a rke t fluc tua tions  on e ne rgy com m odity price s  a s s ocia te d  with  cus tom e r e ne rgy
requirements , excess  genera tion and iiuel expenses , in addition to meeting cus tomer pricing needs , and maximizing
the va lue of phys ica l genera ting assets . The Dis trict employs  es tablished policies  and procedures  to meet the goa ls
of the  ene rgy ris k m a na gem ent progra m  us ing va rious  phys ica l a nd fina ncia l ins trum ents , including forwa rd
contracts , futures , swaps and options .

Certa in of thes e  tra ns a ctions  a re  a ccounted for under S ta tement of Fina ncia l Accounting S ta nda rds  No. 133,
"Accounting for Deriva tive  Ins truments  a nd Hedging Activities ," a s  a mended (S FAS  No. 133). Under S FAS  No.
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133, deriva tives  a re  recorded in the ba la nce s heet a s  e ither a n a s s et or lia bility mea s ured a t their fa ir va lue. The
s tanda rd a lso requires  changes  in the fa ir va lue of the deriva tive be recognized each period in current ea rnings  or
other comprehens ive income depending on the purpose for us ing the deriva tive and/or its  qua lifica tion, des igna tion
a nd effectivenes s  a s  a  hedging tra ns a ction. Ma ny of the  Dis trict's  contra ctua l a greements  qua lify for the  norma l
purcha s es  a nd s a les  exception a llowed under S FAS  No. 133 a nd a re  not recorded a t ma rket va lue . (For further
e xpla na tion  of the  e ffe c ts  of S FAS  No. 133 on  S RP 's  fina nc ia l re s u lts ,  s e e  Note  (3),  ACCOUNTING FOR
DERIVATIVE INS TRUMENTS  AND HEDG ING  ACTIVITIES .)

Concentrations of Credit Risk

The use of contractua l a rrangements  to manage the risks  a s socia ted with changes  in energy commodity prices
crea tes  credit risk exposure resulting from the poss ibility of nonperfonnance by counterparties  pursuant to the terms
of the ir contra ctua l obliga tions . In a ddition, vola tile  energy prices  ca n crea te  s ignifica nt credit expos ure  from
energy ma rke t rece iva bles  a nd ma rk-to-ma rke t va lua tions . The  Dis tric t ha s  a  c re d it po licy fo r who le s a le
counte rpa rtie s , a nd continuous ly m onitors  cre dit e xpos ure s , routine ly a s s e s s e s  the  fina ncia l s tre ngth of its
counte rpa rtie s ,  m in im ize s  c re d it ris k by de a ling  prim a rily with  c re d itworthy counte rpa rtie s ,  e n te ring  in to
s tandardized agreements  which a llow netting of exposures  to and from a  s ingle counterparty, and by requiring letters
of credit, pa rent gua ra ntees  or other colla tera l when it does  not cons ider the  fina ncia l s trength of a  counterpa rty
s ufficient

Income Taxes

The Dis trict is  exempt from federa l and Arizona  s ta te income taxes . Accordingly, no provis ion for income taxes
has  been recorded for the Dis trict in the accompanying combined financia l s ta tements

The Dis trict has  three wholly-owned taxable subs idia ries : CRS, PPC and New Wes t Energy. The Dis trict had a
fourth wholly-owned s ubs idia ry, S pringerville  Four, until its  a s s e ts  were  a s s igned to the  Dis trict on Februa ry 1
2007, and it was  forma lly dis solved in April 2007. The tax effect of these subs idia ries ' opera tions  on the combined
financia l s ta tements  is  immateria l

Cash Equivalents

The Dis trict trea ts  short-term temporary cash inves tments  with origina l maturities  of three months  or less  as  cash
equivalents , except for those short-term inves tments  that are set as ide for a  specific purpose, such as  amounts  held in
the Rate Stabiliza tion Fund or as  part of the segregated funds

Rate Stabilization Fund

In April 2005, the  Dis trict tra ns ferred $55 million into the  Ra te  S ta biliza tion Fund (RSF) to be us ed in concert
with the Fuel and Purchased Power Adjus tment Mechanism (FPPAM) to cover fuel rela ted expenses  and to s tabilize
future  prices  rela ted to fuel, a s  well a s  for a ny other purpos es  required or permitted by the Boa rd's  Supplementa l
Resolution da ted September 10, 2001 authorizing an Amended and Res ta ted Resolution Concerning Revenue Bonds
(Bond Resolution), during fis ca l yea rs  2006 and 2007. In accordance with Boa rd action taken on March 30, 2006
the  Dis trict tra ns ferred the  $55 million, plus  interes t ea rnings  ba ck to the  Genera l Fund on Ma y 5, 2006 to he lp
cover under-collected fuel cos ts , thereby reducing the need for an upward increase in the FPPAM. In July 2006, the
Board approved an additiona l $80 million depos it into the RSF for the s ame purposes  and on the s ame terms  and
conditions  as  the initia l depos it except tha t the authoriza tion was  extended through fisca l year 2008. The trans fer to
the RSF was  completed in September 2006. In March 2007, the Board approved the trans fer of the $80 million and
rela ted ea rnings  from the RSF back to the Genera l Fund and the trans fer was  completed on May l, 2007. (See Note
(9), REGULATORY ISSUES, The Changing Regula tory Environment, for additiona l informa tion on the FPPAM.)

Revenue Recognition

The Dis trict recognizes  revenue when billed and accrues  es timated revenue for electricity delivered to cus tomers
tha t ha s  not ye t been billed. Other opera ting revenue  cons is ts  prima rily of revenue  from ma rketing a nd tra ding
e lectricity



Materials and Supplies, and Fuel Stocks

Materia ls  and supplies  a re s ta ted a t lower of market or average cos t. Fuel s tocks  are s ta ted a t lower' of market or
weighted average cos t.

Recently Issued Accounting Standards

FASB has  is sued the following Sta tements  of Financia l Accounting S tandards  (SFAS) tha t may have an impact
on SRP:

In S eptember 2006, the  FAS B is s ued S FAS  157, "Fa ir Va lue  Mea s urements ." S FAS  157 defines  fa ir va lue ,
es ta blis hes  methods  for mea s uring fa ir va lue  by a pplying one  of three  obs erva ble  ma rke t techniques  (ma rke t
approach, income approach or cos t approach) and expands  required disclosures  about fa ir va lue measurements . The
provis ions  of this  s ta nda rd a re  e ffective  for S RP  on Ma y l, 2008. S RP  is  a s s es s ing the  impa ct of a dopting this
s tandard on its  financial s ta tements .

\

Also in September 2006, the FASB is sued SFAS 158, "Employers " Accounting for Defined Benefit Pens ion and
Other Pos t-Retirement P lans ." SFAS 158 requires  an employer to recognize over funded or under funded s ta tus  of
the plan, measure defined benefit plan assets  and obliga tions  as  of the da te of the employer's  s ta tement of financia l
pos ition, and disclose additiona l information in the footnotes . The provis ions  of this  s tandard a re effective for fis ca l
years  ending a fter June 15, 2007, accordingly, SRP will adopt the provis ions  of this  s tandard on April 30, 2008 and
is  evaluating the impact of adopting this  s tandard on its  financia l s ta tements .

(3) Accounting for Derivative Instruments and Hedging Activities:

SRP follows  SFAS No. 133, as  amended, which requires  tha t entities  recognize a ll deriva tives  as  either assets  or
liabilities  in the ba lance sheet and measure those ins truments  a t fa ir va lue. Changes  in the fa ir va lue of deriva tive
fina ncia l ins trum e nts  a re  e ithe r re cognize d pe riodica lly in ne t re ve nue s  or a ccum ula te d ne t re ve nue s  (a s  a
component of other comprehens ive  income), depending on whether or not the  deriva tive  meets  s pecific hedge
a ccounting criteria . The criteria  include a  requirement for hedge effectivenes s , which is  mea s ured ba s ed on the
rela tive  cha nges  in fa ir va lue between the deriva tive contra ct a nd the hedged item over time. Cha nges  in the  fa ir
va lue resulting from ineffectiveness  a re recognized immedia tely in net revenues .

The Dis trict enters  into contracts  for electricity, na tura l gas  and other energy commodities  to meet the expected
needs  of its  reta il cus tomers . The Dis trict s ells  exces s  capacity during periods  when it is  not needed to meet reta il
requirements . The  Dis trict's  energy ris k ma na gement progra m us es  va rious  phys ica l a nd fina ncia l contra cts  to
hedge expos ures  to fluctua ting commodity prices . The Dis trict exa mines  contra cts  a t inception to determine the
appropria te  accounting trea tment. If a  contract does  not meet the deriva tive criteria , or if it qua lifies  for the SFAS
No. 133 norm a l purcha s es  a nd s a les  s cope  exception, the  Dis trict a ccounts  for the  contra ct us ing s e ttlem ent
accounting (cos ts  and revenues  a re recorded when phys ica l delivery occurs ). Contracts  tha t qua lify a s  a  deriva tive
but do not meet the SFAS No. 133 normal purchases  and sa les  scope exception a re further examined by the Dis trict
to de te rmine  if they qua lify for ca s h flow hedge  a ccounting. If a  contra ct does  not mee t the  hedging crite ria  in
SFAS No. 133, the Dis trict recognizes  the changes  in the fa ir va lue of the deriva tive ins trument in net revenues  each
period (mark-to-market). If the contract does  qua lify for hedge accounting, changes  in the fa ir va lue a re recorded as
assets  or liabilities  and as  a  component of other comprehensive income.

The Dis trict formally documents  a ll rela tionships  between hedging ins truments  and hedged items , a s  well a s  its
risk-management objective and s tra tegy for undertaking va rious  hedge transactions . This  proces s  includes  linking
a ll deriva tives  to the forecas ted transactions . The Dis trict a lso formally as sesses  (both a t the hedge's  inception and
on an ongoing bas is ) whether the deriva tives  used in hedging transactions  have been effective in offsetting changes
in ca sh flow of hedged items  and whether those deriva tives  may be expected to rema in effective in future periods
When it is  determined tha t a  deriva tive is  not (or ha s  cea s ed to be) effective a s  a  hedge, the Dis trict dis continues
hedge accounting prospectively, as  discussed below

The Dis trict dis continues  hedge accounting when: (1) it determines  tha t the deriva tive is  no longer effective in
offsetting changes  in cash flows  of a  hedged item, (2) the deriva tive expires  or is  sold, termina ted or exercised, (3) it
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is  no longer probable tha t the forecas ted transaction will occur, or (4) management determines  tha t des igna ting the
deriva tive as  a  hedging ins trument is  no longer appropria te

When the Dis trict discontinues  hedge accounting because it is  no longer probable tha t the forecas ted transaction
will occur in the origina lly expected period, the ga in or los s  on the deriva tive is  reclas s ified into net revenues . If the
de riva tive  rem a ins  outs ta nding, the  Dis trict will ca rry the  de riva tive  a t its  fa ir va lue  in the  Com bined Ba la nce
Sheets , recognizing changes  in the fa ir va lue in current-period net revenues

The following table summarizes  the Dis trict's  deriva tive-rela ted assets  and liabilities  a t April 30 (in thousands )

s 40.024
40
(18,624)
(9,085)

50.323

(63,937)
(38,976)

Other current a s s e ts

De fe rred cha rges  and othe r a s s e ts

O the r c u rre n t lia b ilitie s

De fe rre d  c re d its  a nd  othe r non-c urre n t lia b ilitie s

Lon g -te rm  d e b t

Ne t a s s e t (lia b ility) $ 54.983 $ (6,689)

The electric indus try enga ges  in a n a ctivity ca lled "book-out," under which s ome energy purcha s es  a re  netted
aga ins t s a les , and power does  not actua lly flow in s ettlement of the contract. As  a  result of these transactions , the
Dis trict nets  the impacts  of these financia lly settled contracts , which reduced revenues  and purchase power expense
by $150.4 million a nd $290.5 million for fis ca l yea rs  2007 a nd 2006, res pective ly, but which did not impa ct ne t
revenues  or cash flows

(4) Accumulated Net Revenues and Other Comprehensive Income

The  following
thousands)

table s um m a rize s  a ccum ula te d ne t re ve nue s and o th e r c o m p re h e n s ive  in c o m e  (in

Accumulated Accumulated Other Comprehensive Income (Loss)

Revenue s In/Linimum
Un re a liz e d

g e m  on
a va ila b le -for
s a le  s ecuritie s

pension
liability

BALANC E , April 30 ,  2005 SB 2,786,926 $ (114,700) 33 42,335 $ (72,365)

Accumulated
Net Revenues

and Other
Comprehens ive

Incom e

2,714,561

415,400

£8

Other Comp refens Ive Income
Unrealized gain 011 available
for-sale securities

4 1 4 1

24 24

R e c la s s ific a tion  of re a lize d
ga in  to inc ome

Tota l O th e r C om p re h e n s ive
In c om e

(55,162) (55,162)

(30,499)

11

10,901

$ 3,202,326

367.790

41

(73,300) 58

1 0

(61,464) $

73 24.944

36

98

36

BALANC E , Ap ril 3 0 ,  2 0 0 6

Ne t R e ve nue s

O the r C ompre he ns ive  Inc ome

BALANC E , Ap ril 3 0 ,  2 0 0 7 $ 3,570,116

367.790

98

3,606,896



(5) Long-Term Debt:

Long-term debt cons is ts  of the following a t April 30 (in thousands ):

Interest
Rate 2007 2006

4.0 6.0%

2.25 - 5.30%
3.6 - 4.0%

s 2,213,584
53,099

2,266,683
282,680
475,000

3,024,363
2,25 - 5.00%

Revenue bonds (mature through 2037)..
Unamortized bond (discount) premium..
Total revenue bonds outstanding ..
Finance lease .
Commercial paper ..
Tota l long-term debt..
Unamortized interest rate swap ..
Less-current portion ..

Tota l long-term debt, net of current portion

$ 2,394,926
53,105

2,448,031
266,380
475,000

3,189,411
(1,855)

(146,148)
s 3,041,408

(131,346)
$ 2,893,017

The  a nnua l m a turitie s  of long-te rm  de bt (e xcluding com m e rcia l pa pe r,  una m ortize d m ini-re ve nue  bond
accretion, and unamortized bond discount/premium) as  of April 30, 2007, due in fisca l years  ending April 30, a re as
follows  (in thousands ):

Revenue Bonds Finance Lease

2008 .
2009 .
2010 .
2011 .
2012 .
Thereafter..

$ $

S

130,133
153,101
1 15,855
108,480
103,430

1,777,545
2,388,544 s

16,015
17,780
16,790
19,950
17,455

178,390
266,380

Revenue Bonds

Revenue bonds  a re  s ecured by a  pledge of, a nd a  lien on, the  revenues  of its  e lectric s ys tem, a fter deducting
opera ting expenses , as  defined in the bond resolution. Under the terms  of the amended and res ta ted bond resolution,
effective in January 2003, the Dis trict is  no longer required to make monthly depos its  to an externa lly trus teed debt
s e rvice  fund for the  pa yment of future  principa l a nd inte res t. However, the  Dis trict is  continuing to ma ke  debt
s ervice depos its  to a  non-trus teed s egrega ted fund. Included in s egrega ted funds  in the accompanying Combined
Ba lance Sheets  a re $150.7 million and $146.7 million of debt s ervice rela ted funds  a s  of April 30, 2007 and 2006,
res pectively.

The Dis trict ha s  $45.3 million of mini-revenue bonds  outs ta nding, which a re  redeema ble  a t the  option of the
bondholder under certa in circums ta nces . Ba s ed on his torica l redemptions  ma de on thes e  bonds , ma na gement
believes  there a re sufficient funds  ava ilable to cover potentia l redemptions  in any year.

The  debt s ervice  covera ge  ra tio, a s  defined in the  Bond Res olution, is  us ed by bond ra ting a gencies  to he lp
eva lua te  the  fina ncia l via bility of the  Dis trict. For the  yea rs  ended April 30, 2007 a nd 2006, the  debt s e rvice
coverage ra tio was  3.09 and 2.42, respectively.

Interes t and the amortiza tion of the bond discount, premium and issue expense on the various  issues  results  in an
effective ra te of 4.97% over the remaining term of the bonds

The Dis trict ha s  authoriza tion to is sue additiona l Electric Sys tem Revenue Bonds  tota ling $1.2 billion principa l
amount and Electric Sys tem Refunding Revenue Bonds  tota ling $4.0 billion principa l amount
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In September 2005, the Dis trict is sued $327.1 million Electric Sys tem Revenue Bonds , $301 .9 million of the net
proceeds  from thes e  bonds  a re  being us ed to fund dis tribution ca pita l requirements  a nd $43.7 million of the  net
proceeds  were used to retire  outs tanding revenue bonds  with an aggrega te pa r amount of $41.0 million. The bond
retirement is  expected to reduce tota l debt pa yments  over the  life  of the  bonds  by $5.2 million a nd is  expected to
result in present va lue s avings  of approxima tely $2.6 million. This  transaction resulted in a  net los s  for accounting
purpos es  of a pproxima tely $2.0 million, which wa s  deferred a nd will be a mortized over the life  of the bonds  to be
refunded

In July 2006, the Dis trict is sued an additiona l $296.0 million Electric Sys tem Revenue Bonds . The net proceeds
from these bonds  are being used to fund dis tribution capita l requirements

Finance Lease

In De ce m be r 2003, the  Dis tric t e nte re d into a  le a s e -purcha s e  a gre e m e nt (De s e rt Ba s in Le a s e -P urcha s e
Agreement) with Des ert Bas in Independent Trus t (DBIT) to finance the acquis ition of the Des ert Bas in Genera ting
S ta tion (Des e rt Ba s in) loca ted in Centra l Arizona . In a  concune nt tra ns a ction, $282.7 m illion in  fixe d-ra te
Certifica tes  of Participa tion (COPs) were is sued pursuant to a  Trus t Indenture, between Wilmington Trus t Company
a s  trus tee , a nd DBIT, to fund the  a cquis ition of Des e rt Ba s in a nd othe r e lectric s ys tem  a s s e ts  of the  Dis trict
Inves tors  in the  COPs  obta ined a n interes t in the  lea s e  pa yments  ma de by the  Dis trict to DBIT under the  Des ert
Bas in Leas e-Purchas e Agreement. Due to the na ture of the Des ert Bas in Leas e-Purchas e Agreement, the Dis trict
has  recorded a  lease-finance liability to DBIT with the same terms  as  the COPs

In connection with the  is s ua nce  of the  COP s , the  Dis trict entered into a n interes t ra te  s wa p tra ns a ction with
Morga n S ta nley Ca pita l S ervices . This  tra ns a ction cons is ted of a  6-yea r, $75.0 million fixed-to-floa ting s wa p
(a nnua l $25.0 million notiona l ma turities  expiring on December 1, 2007 through 2009, res pective ly) vers us  the
Bond Ma rke t As s ocia tion (BMA) Municipa l Index. The  fixed-rece ive r ra te  on the  s wa p is  3.001%, Through the
s wa p, the  Dis trict wa s  a ble  to crea te  s ynthetic va ria ble  ra te  debt a nd ta ke a dva nta ge of the  re la tions hip between
intermedia te-term, tax-exempt borrowing cos ts  and BMA-based, fixed-receiver swap ra tes . In addition, the swap to
variable ra te a lso enables  the Dis trict to increase its  short-term, variable ra te debt portfolio, The interes t ra te swap is
a ccounted for a s  a  deriva tive . (For further expla na tion of the  effects  of SFAS No. 133 on the  Dis t1'ict's  fina ncia l
re s ults  s ee  Note  (3), ACCOUNTING FOR DERIVATIVE INS TRUMENTS  AND HEDGING ACTIVITIES .)

Commercial Paper

The  Dis tric t ha s  outs ta nding $475.0  m illion of com m e rcia l pa pe r cons is ting of $375.0  m illion S e rie s  B
Commercia l Paper and $100.0 million Series  C Commercia l Paper. The is sues  have an average weighted interes t
ra te to the Dis trict of 3.69%

The commercia l paper matures  not more than 270 days  from the da te of is suance and is  an unsecured obliga tion
of the  Dis trict. The Dis trict ha s  the  a bility to refina nce the  outs ta nding commercia l pa per on a  long-term ba s is  in
connection with its  revolving line of credit tha t supports  the commercia l paper and is  ava ilable through December 7
2009. As  such, the Dis trict has  clas s ified the commercia l paper a s  long-term debt in the Combined Ba lance Sheets
a s  of April 30, 2007

While the revolving credit agreement conta ins  covenants  tha t could prohibit borrowing under certa in conditions
ma na gement be lieves  fina ncing would be  a va ila ble . The  Dis trict ha s  never borrowed under the  a greement a nd
management does  not expect to do so in the future. Alterna tive sources  of funds  to support the commercia l paper
program include exis ting funds  on hand or the issuance of a lternative debt, such as  revenue bonds

Lin e-of-Credit Agreements

The Dis trict has  a  $475.0 million revolving line-of-credit agreement tha t supports  the $475.0 million commercia l
pa per progra m. The  a greem ent ha s  va rious  covena nts , with which m a na gem ent be lieves  the  Dis trict wa s  in
compliance a t April 30, 2007



(6) Fair Value of Financial Instruments:

The  following m e thods  a nd a s s um ptions  we re  us e d to e s tim a te  the  fa ir va lue  for e a ch cla s s  of fina ncia l
ins truments  identified in the following items  in the accompanying Combined Balance Sheets .

Investments in Marketable Securities

The Dis trict inves ts  in U.S . government obliga tions , certifica tes  of depos it a nd other ma rketa ble  inves tments .
Such inves tments  a re cla s s ified a s  other inves tments , s egrega ted funds , ca sh and cash equiva lents  or tempora ry
inves tm ents  in the  a ccom pa nying Com bined Ba la nce  S hee ts  depending on the  purpos e  a nd dura tion of the
inves tment. The  fa ir va lue  of ma rke ta ble  s ecuritie s  with origina l ma turitie s  grea te r tha n one  yea r is  ba s ed on
publis hed ma rket da ta . The ca rrying a mount of ma rketa ble  s ecurities  with origina l ma turities  of one yea r or les s
approximates  their fa ir va lue because of their short-term maturities .

Long-Term Debt

The fa ir va lue  of the  Dis trict's  revenue  bonds , including the  current portion, wa s  es tima ted by us ing pricing
sca les  from independent sources . The carrying amount of commercia l paper approximates  the fa ir va lue because of
its  s hort-term ma turity. As  of April 30, 2007 a nd 2006, the  ca rrying a mounts  were  $3.2 million a nd $3.0 million,
respectively, and the es timated fa ir va lues  were $3.3 million and $3.1 million, respectively.

Other Current Assets andLiabilit ies

The ca rrying amounts  of receivables , accounts  payable, cus tomers ' depos its  and other current liabilities  in the
accompanying Combined Balance Sheets  approximate fa ir va lue because of their short-terrn maturities .

Accounting for Debt and Equity Securities

The  Dis trict a pplies  S FAS  No. 115, "Accounting for Certa in Inves tments  in Debt a nd Equity S ecuritie s ," in
a ccounting for its  inves tments  in debt a nd equity s ecuritie s . The  Dis trict's  inves tments  in debt s ecuritie s  a re
reported a t a mortized cos t if the  intent is  to hold the  s ecurity to ma turity. The  Dis trict's  a mortized cos t a nd fa ir
va lue  of he ld-to-ma turity s ecuritie s  wa s  $603.8 million a nd $604.7 million, res pective ly, a t April 30, 2007 a nd
$484.3 million a nd $483.0 million, res pectively, a t April 30, 2006. At April 30, 2007, the  Dis trict's  inves tments  in
debt securities  have maturity da tes  ranging from May l, 2007, to January 14, 2014. Other debt and equity securities
a re  reported a t ma rke t, with unrea lized ga ins  or los s es  included a s  a  s epa ra te  component of a ccumula ted ne t
revenues  a nd other comprehens ive  income or deferred credits  a nd other non-current lia bilities . (S ee  Note  (2),
S IGNIFICANT ACCOUNTING P OLICIES , As s e t Re tirem ent Obliga tion, for dis cus s ion on a ccounting for the
unrea lized ga ins  or losses  on decommiss ioning fund assets .) The Dis trict's  inves tments  in debt and equity securities
a re  included in tempora ry inves tments , s egrega ted funds  a nd non-utility property a nd other inves tments  in the
accompanying Combined Balance Sheets .

The amortized cos t, gross  unrea lized ga ins  and los ses , and fa ir va lue of ava ilable-for-sa le debt and marketable
equity securities  a t April 30, 2007 and 2006 were (in thousands) :
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Amortized
Gross

Unre a lize d

Equity se curitie s
Fixed-incoine  securitie s

$ 348,884
234.195

$

Total availab le-fo r-s ale  s ecurities $ 583,079 $ 62,140 86

Gross
Unre a lize d

Losses Fair Value

53,992 $ (6,334) $ 396,542
(1,929) 240.414

(8,263) $ 636,956

Amortized
Gross

Unre a lize d

Equity securitie s
Fixed-income securitie s

$ 302,932
206.050

$ 25,373 $

Gross
Unrealized

Losses Fair Value

(5,135) $ 323-170
(3,001) 203,336

Total availab le-fo r-s ale  s ecurities $ 508,982 $ 25,660 $ (8,136) $ 526,506

At April 30 , 2007  a nd  2006 , ne t unre a lize d  ga ins  on a va ila b le -for-s a le  de b t a nd  m a rke ta b le  e quity s e curitie s
inc lude d  in a ccum ula te d  o the r com pre he ns ive  incom e  we re  $24 .9  m illion a nd  $24 .7  m illion, re s pe c tive ly, fo r the
fis ca l ye a r

The  p roce e ds  from  s a le  o f a va ila b le -fo r-s a le  s e curitie s  we re  $344 .4  m illion a nd  $224 .7  m illion, a nd  the  ne t
re a lize d  ga ins  we re  $28 .0  m illion a nd  $113 .3  m illion,  a t April 30 ,  2007  a nd  2006 , re s pe c tive ly. The  we ighte d
a ve ra ge  cos t ba s is  is  a pplie d whe n computing re a lize d ga in or los s  on a va ila ble -for-s a le  s e curitie s

The  following ta ble  pre s e nts  the  curre nt fa ir va lue  a nd the  a s s ocia te d gros s  unre a lize d los s e s  only on inve s tme nts
in s e c uritie s  with g ro s s  unre a lize d  lo s s e s  a t April 30 ,  2007  a nd  2006 . The  ta ble  a ls o  d is c los e s  whe the r the s e
s e curitie s  ha ve  ha d gros s  unre a lize d los s e s  for le s s  tha n twe lve  months , or for twe lve  months  or longe r

Securities with gross unrealized losses

Less than 12 months 12 months or greater Tota l

2007 (in thousands)

Gross
Unrea lized

Fa ir Va lue Losses

Gross
Unrea lized

Fa ir Va lue Losses

Gross

Unrealized

Fair Value Losses

Available-for-sale securities

Equity securities

Fixed-income securities

$ 37,089 $ (4,218)

(1,929)

$ 5,587 $ (2,116) as 42,676 $ (6,334)

(1,929)

Total securities with gross unrealized losses $154,650 $ (6,147) as 5,587 8 (2,116) $160,237 $ (8,263)

Fa ir Va lue

Securities with gross unrealized losses

Less than 12 months 12 months or greater

Gross Gross

Unrealized Unrealized

Losses Fair Value Losses

Tota l
Gross

Unrea lized
Fair Value Losses2006 (in thousands)

Available-for-sale securities

Equity securities

Fixed-income securities
$ $

Total securities with gross unrealized losses

$ 56,900 $ (5,135)

96 (3,001)

as 153,508 $ (8,136) $

$ 56,900 as (5,135)

96 (3,001)

38153,508 $ (8,136)



Management evalua tes  securities  for other-than-temporary impairment on an annual bas is  cons idering numerous
fa ctors , a nd the ir re la tive  s ignifica nce  va rie s  ca s e -by-ca s e . Fa ctors  cons ide red when de te rm ining whe the r
impa irment is  other-than-tempora ry include the length of time and extent to which the fa ir va lue has  been les s  than
cos t, the fina ncia l condition a nd nea r-term pros pects  of the is s uer, a nd the Dis trict's  intent a nd a bility to hold the
s ecurity in order to a llow for an anticipa ted recovery in fa ir va lue. If, ba s ed upon an ana lys is  of each of the above
fa ctors , Ir is  detennined tha t the  impa irment is  other-tha n-tempora ry, the  ca rrying va lue of the  s ecurity is  written
down to fa ir va lue, and a  loss  is  recognized through earnings .

(7) Employee Benefit Plans and Incentive Programs :

Defined Benefit Pension Plan and Otner Postretirement Benefits

SRP 's  Employees ' Retirement P la n (the P la n) covers  s ubs ta ntia lly a ll employees . The P la n is  funded entire ly
from SRP contributions  and the income ea rned on inves ted P lan a s sets . The Dis trict made a  contribution of $70.0
million and $60.0 million in fisca l yea rs  2007 and 2006, respectively.

S RP  provide s  a  non-contributory de fine d  be ne fit m e dica l p la n  for re tire d  e m ploye e s  a nd the ir e lig ib le
dependents  (contributory for employees  hired J anua ry l, 2000 or la ter) and a  non-contributory defined benefit life
ins ura nce pla n for re tired employees . Employees  a re  e ligible  for covera ge if they re tire  a t a ge 65 or older with a t
leas t five years  of ves ted service under the Plan (ten years  for those hired January l, 2000 or la ter), or any time after
a tta inment of age 55 with a  minimum of ten years  of ves ted service under the Plan (20 years  for those hired January
l, 2000 or la ter). The funding policy is  dis cre tiona ry a nd is  ba s ed on a ctua ria l determina tions . The unrecognized
trans ition obliga tion is  being amortized over 20 years , beginning in 1994.



The  following ta bles  outline  cha nges  in benefit obliga tions , pla n a s s e ts , the  funded s ta tus  of the  pla ns  a nd
a mounts  included in the  combined fina ncia l s ta tements  a s  of April 30, ba s ed on J a nua ry 31 va lua tion da tes  (in
thousands)

Pens ion Benefits Postretirement Benefits

Change in benefit obliga tion
Benefit obliga tion a t beginning of year
Service cost
Interest cost
Amendments
Actuaria l loss
Benefits  pa id

s 1.096.700
32.800
62.000

$ 1,017,000
31
57.500

s 510.700
12.000
28

$ 442.200
11
25

(24,100)
(37,100)

24.500
(34,100)

(23,500)
(14,200)

45
(13,700)

Benefit obliga tion a t end of year s  1_130.800 s 1.096.700 $ 510,700

Change in plan assets
Fair value of plan assets  at beginning of year
Actual return on plan assets
Employer contributions
Benefits  pa id

$ 928.900
100.800
70.000
(37,100)

s
107.700
60.000
(34,100)

14.300
(14,300)

13
(13,600)

Fair value of plan assets  at end of year 35 1.062.600 $ 928.900

S (68,200) s (167,800) S (513,500)
18

Funded status
Unrecognized trans ition obliga tion
Unrecognized net actuaria l loss
Unrecognized prior service cos t
Post January 31 contributions

16.300
239.200
18.000

58 (510,700)
21

219.200
7

Net asset (liability) recognized 8 89_400 $ (300,000) s (258,300)

8 119.700 s

119.700

89.400
(91,300)
(1,900)

(300,000) (258,300)

Amounts  recognized in Combined Balance Sheets
Prepaid benefit cost
Additiona l minimum liability

Net additiona l minimum liability
Accrued benefit liability
Intangible asset
Accumulated other comprehensive income

Net asset (liability) recognized 8 119.700 s

18.000
73
89.400 $ (300,000) $ (258,300)

The following ta ble  outlines  the  projected benefit obliga tion a nd a ccumula ted benefit obliga tion in exces s  of
Plan assets  as  of April 30, based on January 31 valuation dates  (in thousands)

Projected benefit obliga tion
Accumula ted benefit obliga tion
Fair value of Plan assets

8

S

$

1.130.800
966.400
062.600

s 1.096.700

$ 928.900

The Dis trict inte rna lly funds  its  other pos tre tirement benefits  obliga tion. At April 30, 2007 a nd 2006, $424.7
million and $339.5 million of segrega ted Hinds , respectively, were des igna ted for this  purpose



The weighted average a s sumptions  used to ca lcula te actua ria l present va lues  of benefit obliga tions  a t April 30
were as  follows :

Pension Benefits
2007 2006

Postretirement Benefits
2007 2006

Discount ra te
Rate of compensation increase..

6.0%
4.0%

5.75%
4.0%

6.0%
4.0%

5.75%
4.0%

Weighted average assumptions  used to ca lcula te net periodic benefit cos ts  were as  follows:

Pension Benefits
2007 2006

Postretirement Benefits
2007 2006

Discount ra te..
Expected return on Plan assets ..
Rate of compensation increase..

5.75%
8.25%
4.0%

5.75%
8.25%
4.0%

5.75%
N/A
4.0%

5.75%
N/A

4.0%

For em ployees  who re tire  a t a ge  65 or younger, for m ea s urem ent purpos es , a  9% a nnua l increa s e  be fore
atta inment of age 65 and an 11% annual increase on and after a tta inment of age 65 in per capita  cos ts  of health care
benefits  were assumed during 2006, these ra tes  were assumed to decrease uniformly until equa ling 5% in a ll future
years .

Components  of net periodic benefit cos ts  for the years  ended April 30, a re as  follows  (in thousands):

Pension Benefits
2007 2006

Postretirement Benefits
2007 2006

s 32,800
62,000

(73,300)

$ 31 ,800
57,500

(66,400)

s 12,000
28,500

s 11,300
25,100

Service cost..
Interes t cos t..
Expected return on Plan assets ..
Amortiza tion of trans ition obliga tion..
Recognized net actuarial loss ..
Amortiza tion of prior service cos t ..

16,000
2,300

14,200
2,300

3,100
12,600

700

4,100
11,000

100

Net periodic benefit cos t .. s 39,800 $ 39,400 s 56,900 8 51,600

Assumed hea lth ca re cos t trend ra tes  have a  s ignificant effect on the amounts  reported for hea lth ca re plans . A
one-pe rcenta ge -point cha nge  in the  a s s um ed hea lth ca re  cos t trend ra te s  would ha ve  the  following e ffect (in
thousands):

Effect on total service cost and interest cost components
Effect on pos tretirement benefit obliga tion

$
$

One
Percentage

P oint
Increase

6,400
72 600

$

S

One
Percentage

Point
Decrease
(5,700)

(63,300)

Plan Assets

The Board has  es tablished an inves tment policy for Plan assets  and has  delega ted overs ight of such assets  to a
compens a tion committee  (the  Committee). The inves tment policy s e ts  forth the  objective  of providing for future
pens ion benefits  by ta rgeting returns  cons is tent with a  s ta ted tolerance of ris k. The inves tment policy is  ba s ed on
a na lys is  of the cha ra cteris tics  of the P la n s pons ors , a ctua ria l fa ctors , current P la n condition, liquidity needs , a nd
legal requirements , The primary inves tment s tra tegies  are divers ifica tion of assets , s ta ted asset a llocation targets  and
ranges , and externa l management of Plan assets . The Committee determines  the overa ll ta rget asset a lloca tion ra tio
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for the Plan and defines  the ta rget a s set a lloca tion ra tio deemed mos t appropria te for the needs  of the Plan and the
risk tolerance of the Dis trict

The Plan's  weighted-average asset a llocations  a t April 30, based on January 31 valuations , a re as  follows

Equity securities
Debt securities
Real estate

Tota l

Target
Alloca tions

65.0%
25.0%
10.0%
100.0%

65.8%
23.6%
10.6%
100.09

66.0%
25.3%

100.0%

The inves tment policy a llows  for a  tolerance range of plus  or minus  5% from the s ta ted ta rget asset a lloca tion

Long Term Rate of Return

The expected return on P lan a s sets  is  based on a  review of the P lan a s set a lloca tions  and consulta tions  with a
third-pa rty inves tment cons ulta nt a nd the  P la n a ctua ry, cons idering ma rket a nd economic indica tors , his torica l
m a rke t re turns , corre la tions  a nd vola tility, a nd re ce nt profe s s iona l or a ca de m ic re s e a rch. As  h is to ry ha s
demons tra ted, ma rkets  ma y decline  a nd increa s e  dra ma tica lly, however, the  expected ra te  of re turn on the  P la n
assets  is  reasonable given its  asset a llocation in rela tion to his torica l and expected future performance

Employer Contributions

The Dis trict expects  to contribute $50.0 million to the Plan over the next va lua tion period

Benefts Payments

The Dis trict expects  to pay benefits  in the amounts  as  follows  (in thousands)

$40,856
$44268

2013 through 2017 $346,560

ired Contribution Plan

SRP 's  Employees ' 40l(k) P la n (the  401(k) P la n) covers  s ubs ta ntia lly a ll employees . The 401(k) P la n receives
employee  pre-ta x a nd pos t-ta x contributions  a nd pa rtia l employer ma tching contributions . Employer ma tching
contributions  to  the  401(k) P la n  we re  $12.3  m illion  a nd  $11.2  m illion  during  fis ca l ye a rs  2007 a nd  2006
res pectively

Employee Incentive Compensation Program

S RP  ha s  a n incentive  compens a tion progra m covering s ubs ta ntia lly a ll regula r employees . The  incentive
compens a tion amount is  ba s ed on achievement of pre-es tablis hed ta rgets . An accrua l of $29.2 million and $28.6
million for fis ca l yea rs  ended April 30, 2007 a nd 2006, res pective ly, is  included in other current lia bilities  in the
a ccompa nying Combined Ba la nce  S hee ts . This  lia bility is  s ta ted ne t of rece iva bles  from pa rticipa nts  in jointly
owned electric plants  of $1 .5 million and $2.7 million a t April 30, 2007 and 2006, respectively

(8) In te res ts  in  J o in tly~Owned Elec tric  Utility Plants

The Dis trict ha s  entered into va rious  a greements  with other e lectric utilities  for the  joint owners hip of e lectric
genera ting a nd tra ns mis s ion fa cilities . Ea ch pa rticipa ting owner in thes e fa cilities  mus t provide for the  cos t of its



owners hip s ha re. The Dis trict's  s ha re of expens es  of the jointly-owned plants  is  included in opera ting expens es  in
the accompanying Combined Sta tements  of Net Revenues .

The  following ta ble  re flects  the  Dis trict's  owners hip inte res t in jointly-owned e lectric utility pla nts  a s  of April
30, 2007 (in thousands):

Generating Sta tion
Ownership

Share
Plant in
Service

Accumula ted
Deprecia tion

Cons truction
Work

In Progress

10.00%
20.00%
21 .70%
50.00%
29.00%
17.49%

$ $ s 3,651Four Corners  (NM) (Units  4 & 5).....
Moha ve (NV) (Units  1 & 2)..
NGS  (AZ) Unfits  1, 2 & 3..
Hayden (CO) (Unit 2) .,
Cra ig (CO) (Units  1 & 2) ..
PVNGS (AZ) (Units  1, 2  & 3) ..

108,568
131,803
356,712
117,089
267,900

1,261,488

(95,213)
(129,377)
(288,421)

(90,835)
(175,399)
(909,854)

3,000
747

2,642
39,957

$ 2,243,560 $(1,689,099) $ 49,997

The Mohave Genera ting Sta tion (Mohave) ceased opera tions  on December 3 l, 2005, pending ins ta lla tion of new
environmenta l controls  a nd res olution of other opera ting is s ues . (See Note (9), REGULATORY ISSUES, Moha ve
Genera ting S ta tion, for a  discuss ion of ma tters  perta ining to Mohave.) There remains  approximately $2.4 million in
ne t pla nt va lue  a t Moha ve  for the  s witchya rd a nd tra ns mis s ion line  s till us ed to route  power to othe r inte r-tied
systems.

(9) Regulatory Issues:

Fundamental Changes in the Electric Utility Industry

The  Dis trict his torica lly opera ted in a  highly regula ted environment in which it ha d a n obliga tion to de live r
electric s ervice to cus tomers  within its  s ervice a rea . In 1998, the Arizona  Electric Power Competition Act (the Act)
a uthorized competition in the  re ta il s a les  of e lectric genera tion, recovery of s tra nded cos ts , a nd competition in
billing, metering and meter reading.

While reta il competition was  ava ilable to a ll cus tomers  by 2001, there were only a  few cus tomers  who chose an
a lterna tive energy provider. Those cus tomers  have s ince returned to their incumbent utilities . At this  time, there is
no a ctive  re ta il competition within the  Dis trict's  s e rvice  te rritory or, to the  knowledge  of the  Dis trict, within the
Sta te of Arizona . However, during the pas t yea r, two reta il energy service providers  and one meter service provider
have reapplied to the Arizona  Corpora tion Commiss ion for authoriza tion to sell energy in Arizona . These cases  a re
pending, and a  hearing on the firs t applica tion is  scheduled for July 31, 2007.

In 1996, the  Federa l Energy Regula tory Commis s ion (FERC), which regula tes  the  wholes a le  e lectric utility
indus try under the authority of va rious  s ta tutes , is sued Orders  888 and 889 requiring transmitting "public utilities "
(a s  defined in the  Federa l P ower Act), to provide  nondis crimina tory tra ns mis s ion s ervices  to entities  s eeking to
effect wholesa le power transactions , and to grant equa l access  to information concerning the pricing and ava ilability
of trans mis s ion s ervices . The  Dis tric t is  not a  public  utility unde r the  Fede ra l P ower Act but his torica lly ha s
complied with thes e  requirements  volunta rily. The Energy Policy Act of 2005 (the  "Energy Policy Act") expa nded
FERC jurisdiction by granting FERC discretiona ry authority to regula te the non-ra te terms  and conditions , and to a
le s s e r extent, ra te s , unde r which unregula ted tra ns m itting utilitie s  (including the  Dis trict) provide  whole s a le
tra ns mis s ion s ervices . The  Energy P olicy Act explicitly prohibits  FERC from requiring unregula ted tra ns mitting
utilities  to take actions  tha t would viola te a  priva te activity bond rule

On February 16, 2007, FERC is sued Order 890, completing a  nea rly two-year effort to revise and upda te Order
888 on open access  to transmiss ion lines . In Order 890, FERC declined to generica lly implement the discretiona ry
a uthority over unregula ted tra ns mitting utilities  (including the  Dis trict). FERC determined the  a uthority would be
us ed on a  ca s e-by-cas e ba s is . The  e le m e nts  of Orde r 890 tha t a pply to  the  Dis tric t,  or tha t the  Dis tric t will
volunta rily comply with, include increased s tandardiza tion in the ca lcula tion of ava ilable transmiss ion capacity and
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regiona l transmis s ion planning proces ses .
s ignificant adverse impacts  on its  opera tions

The  Dis tric t does  not expect the  cha nges  in Orde r 890 to re s ult in

The ChangingRegulatory Environment

The  Dis trict ha s  fully opened its  s e rvice  a rea  to com pe tition in genera tion a nd billing, m e te ring a nd m ete r
rea ding. The  Dis trict's  e lectric dis tribution a rea  rema ins  regula ted by its  Boa rd, a nd the  Dis trict will not provide
dis tribution services  in the dis tribution a reas  of other utilities

The  Dis trict's  price  pla ns  ha ve  been unbundled s ince  1999. In Ma y 2002, the  Dis trict implemented a  Fuel &
Purchased Power Adjus tment Mechanism (FPPAM) to a llow for s emi-annua l ra te adjus tments  to recover increases
in a ctua l fue l cos ts . The  Dis trict ha s  ha d s evera l increa s es  in the  price  of fue l a nd purcha s ed power s ince  the
FP P AM wa s  implemented. (S ee  Note  (2), S IGNIFICANT ACCOUNTING P OLICIES Rate S ta biliza tion
Fund, for a dditiona l informa tion.) In J une  2004, the  Dis trict introduced a  Tra ns mis s ion Cos t Adjus tment Fa ctor
(TCAF) to recover cos ts  the Dis trict would incur if the Dis trict were required to pa rticipa te in regiona l transmis s ion
organiza tions . To da te, no cos ts  have been incurred or recovered through the TCAF

On October 2, 2006, the  Dis trict Boa rd a pproved a  2.3% s ys tem a vera ge fuel a nd purcha s ed power increa s e
under the  FPPAM beginning November 1, 2006. The increa s e  wa s  needed to a ddres s  a n under-recovery of re ta il
fuel and purchased power expenses . The increase is  expected to genera te annua l revenues  of approximately $46.0
m illion

Through a  surcha rge to the Dis trict's  transmis s ion and dis tribution cus tomers , the Dis trict recovers  the cos ts  of
progra m s  bene fiting the  gene ra l public , s uch a s  dis counted ra te s  for the  e lde rly or im pove ris hed, e ffic iency
programs , demand-s ide management measures , renewable energy programs , economic development, research and
development a nd nuclea r decommis s ioning, including the  cos t of s pent fuel s tora ge. In its  October 2005 pricing
a pprova l, the  Boa rd a pproved a dditiona l funding for renewa ble  energy progra ms , energy efficiency a nd energy
cons erva tion e ffective  beginning November l, 2005. Thes e  s urcha rges  continue  to be  s epa ra te ly identified a nd
included in the Dis trict's  price plans  for the regula ted portion of its  opera tions

Mohave Generating Station

The Dis trict a nd the  other P a rticipa nts  in Moha ve  ente red into a  s e ttlement with the  S ie rra  Club, the  Gra nd
Ca nyon Trus t, a nd the Na tiona l Pa rks  Cons erva tion As s ocia tion, tha t required the ins ta lla tion of certa in pollution
aba tement equipment by the end of 2005 to continue opera ting Mohave a s  a  coa l-tired electric genera ting facility
(S ee  Note  (1 l), CONTINGENCIES , Air Qua lity, for a dditiona l informa tion on a ir qua lity is s ues .) In a ddition, the
initia l term of the agreement with Peabody Wes tern Coa l Company (Peabody) to supply coa l to Mohave expired a t
the  end of 2005 a nd the  Hopi Tribe  dema nded tha t the  pumping of wa ter from the  Na va jo Aquifer for the  s lurry
pipe line  s e rving Moha ve  cea s e . The  Moha ve  P a rtic ipa nts  re fus e d to com m it to ins ta ll pollution a ba te m e nt
equipment without rea s onable a s s urance tha t wa ter would be ava ilable  to enable the delivery of coa l to the plant
Consequently, the plant suspended operations  a t the end of 2005

The Mohave Pa rticipants , the Nava jo Na tion, the Hopi Tribe and Peabody have been pa rticipa ting in media tion
for a n a lterna tive  s ource  of wa ter for the  mine  a nd the  s lurry pipeline  if the  life  of Moha ve were  extended a nd to
resolve other rela ted is sues . However, Southern Ca lifornia  Edison Company (SCE), opera ting agent for Mohave, as
well a s  the other two Pa rticipants , the Los  Angeles  Department of Water and Power and Nevada  Power Company
advis ed the Dis trict in J une 2006 tha t they did not intend to proceed with efforts  to extend the life  of Mohave. The
media tion efforts  continued, but subsequent efforts  of SCE to s ell the plant a s  a  coa l-fired plant, and the Dis trict's
efforts  to acquire the other Participants ' interes ts  in the plant, were unsuccess ful. The Dis trict continues  to eva lua te
its  options  but is  not certa in if, a nd when, a  res olution would be rea ched tha t would a llow the Dis trict to continue
owne rs hip in  Moha ve  a s  a  coa l-fire d ge ne ra tion s ource The  Dis tric t ha s  inc lude d  fund ing  in  its  Ca p ita l
Improvement Program to cover the cos ts  of a lterna te resources  and has  a lready replaced a  portion of the energy it
would have received had Mohave continued opera tions . The Dis trict is  cons idering severa l options  for replacing the
ba la nce of the  ca pa city if Moha ve is  not reopened. (See Note  (l l), CONTINGENCIES, Coa l Supply Litiga tion, for
a  discuss ion of other rela ted issues .)



I

During fis ca l yea r 2003, faced with the complex and contentious  is sues  involved in the media tion noted above,
a nd the  potentia l clos ure  of the  pla nt a t the  end of 2005, the  Boa rd a uthorized the  recovery of the  ba la nce of the
Dis trict's  inves tment in Mohave in its  revenue requirements  prior to the closure of the plant. Consequently, a  write-
down of the plant's  canoing va lue of $66.2 million was  recorded in fis ca l yea r 2003, and an additiona l $5.2 million
a nd $6.6 million of impa irment wa s  recorded in fis ca l yea rs  2005 a nd 2004, res pective ly, In a ccorda nce  with
a ccounting s ta nda rds  for ra te-regula ted enterpris es  (SFAS No. 71), a  regula tory a s s et wa s  es ta blis hed for $78.0
million, based on the Dis trict's  expecta tion tha t any in-recovered book va lue a t the end of 2005 would be recovered
in future  ra tes . At April 30, 2007 a nd 2006, the  Moha ve net regula tory a s s et wa s  $67.6 million a nd $75.4 million,
respectively, and is  included in deferred charges  and other as sets  on the accompanying Combined Ba lance Sheets .
The Mohave asset is  being recovered over a  ten-year period which began in fisca l year 2006.

Deferred Charges and Deferred Credits

Deferred charges  and other assets  cons is t primarily of the following a t April 30 (in thousands):

2007 2006

$ 86,638 $ 90,818

75,406

21,842

50,323

Bond defeasance regulatory asset..

Mohave Generating Station regulatory asset ..

Spent nuclear fuel storage regulatory asset..

Derivatives market valuation ..

Prepaid pension benefit cost ..

Deferred lease asset..

Pension intangible asset ..

Other .

67,605

21,753

40.813

119,700

32,639

53,118

S 422,266 $

18,001
49,931

306,321

If events  were to occur making full recovery of these regula tory as sets  no longer probable, the Dis trict would be
required to write off the remaining balance of such assets  as  a  one-time charge to net revenues .

Deferred credits  and other non-current liabilities  cons is t primarily of the following a t April 30 (in thousands ):

2007 2006

s 195,005

300,000

s 183,965

258,065

17,045

53,059

32,440

1,890

5,597

66,339

Asset retirement obligation ..

Accrued postretirement benefit liability .. ,

Additional pens ion minimum liability ..

Accrued decommissioning costs ..

Provision for contract losses ..

Deferred lease income..

Derivatives market valuation ..

Accrued spent nuclear fuel storage

Accrued environmental issues

Other

9,085

24,586

38,976

24,245

83.973

60.625

S 775 818

78.511

62_261

85 719.849
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(10) Commitments

Improvement Program

The Improvement P rogra m repres ents  the  Dis trict's  s ix-yea r pla n for ma jor cons truction projects  a nd ca pita l
expenditures  for exis ting genera tion, transmiss ion, dis tribution and irriga tion assets . For the 2008-2013 time period
the  Dis trict e s tima tes  ca pita l expenditures  of a pproxima te ly $7.0 billion. Ma jor cons truction projects  include
cons truction of Unit 4 a t Springerville Genera ting Sta tion, funding for a  new 600 MW caseload genera tion resource
continued pa rticipa tion in the  S outhea s t Va lley Tra ns mis s ion P roject a nd other key genera tion, dis tribution a nd
transmiss ion projects

Long-Term Power Contracts

The Dis trict entered into three  contra cts , collective ly, with the  United S ta tes  Burea u of Recla ma tion (United
Sta tes ), the Wes tern Area  Power Adminis tra tion and the Centra l Arizona  Water Conserva tion Dis trict (CAWCD) for
the long-term sa le, through September 201 l, of power and energy as socia ted with the United Sta tes ' entitlement to
NGS. The amount of energy ava ilable  to the Dis trict va ries  annua lly and is  expected to decline over the life  of the
contracts . The Dis trict pays  a  fixed amount under the contracts , pays  the cos t of NGS genera tion and other rela ted
cos ts , a nd s upplie s  ene rgy a t cos t to CAWCD for Centra l Arizona  P roject fa cilitie s . The  fixe d portion of the
Dis trict's  payment obliga tions  under the three contracts  tota ls  $47.0 million annua lly through fis ca l yea r 2011, and
$19.6 million therea fter. Of the  tota l obliga tion, $25.2 million a nnua lly through fis ca l year 2011 a nd $10.5 million
therea fte r a re  unconditiona lly pa ya ble  rega rdles s  of the  a va ila bility of power. Payments  under these contracts
tota led $94.4 million and $91.5 million in fisca l years  2007 and 2006, respectively

The Dis trict entered into two other long-tenn power purchase agreements  to obta in a  portion of its  projected load
requirements  through 2011 and has  an agreement in place for the extens ion of one of the agreements  through May
2016. Minimum pa yments  under thes e  contra cts  a re  $38.0 million a nnua lly through fis ca l yea r 2011 a nd $1.9
million therea fter. Tota l payments  under these two contracts , including the minimum payments , were $71_0 million
a nd $68.4 m illion in fis ca l ye a rs  2007 a nd 2006, re s pe ctive ly, In conjunction with the  im pa irm ent a na lys is
performed on genera tion-rela ted opera tions , the Dis trict has  recorded provis ions  for los ses  on these contracts . The
provis ions  re corde d in  Augus t 1998,  of $163.7  m illion ,  a re  be ing  a m ortize d  ove r the  life  of the  contra c ts
commencing January 1, 1999. Amortiza tion of $13.3 million has  been reflected a s  a  reduction in purchased power
expens e  in fis ca l yea rs  2007 a nd 2006. The  rema ining lia bility a t April 30, 2007 of $53.0 million is  included in
deferred credits  and other non-current liabilities  in the Combined Balance Sheets

In addition, beginning on September 1, 2006, the Dis trict has  100 MW of capacity from Springerville Genera ting
Sta tion Unit 3, pursuant to a  30-year power purchase agreement. Minimum payments  under this  contract a re $26.1
million annua lly through fis ca l yea r 2012 and $677.3 million therea fter. Tota l payments  on this  contract during the
year ended April 30, 2007 were $23.8 million, including minimum payments

Fue l S upply

At April 30, 2007, minimLml payments  under long-term coa l supply contract commitments  a re es tima ted to be
$169.1 million in fis ca l yea r 2008, $169.1 million in fis ca l yea r 2009, $169.1 million in fis ca l yea r 2010, $170.1
million in fis ca l yea r 2011, $115.6 million in fis ca l yea r 2012 and $420.6 million therea fter

In Ma y 2006, the  Dis trict s old a  na tura l ga s  pipe line  to El P a s o Na tura l Ga s  Compa ny (EP NG). The  Dis trict
ma inta ins  options  to purchase an ownership interes t in the pipeline and a lso holds  a  perpetua l right of firs t refusa l
with EPNG if EPNG des ires  to sell the pipeline. Accordingly, the Dis trict recorded a  deferred asset and an offsetting
deferred income amount in the accounting records . The deferred as set will be deprecia ted and the deferred income
recognized over the  life  of the  Sa nta n Genera ting S ta tion, which is  the  genera ting s ta tion s ewed by the  pipeline
The  April 30, 2007 ba la nces  of the  de fe rred a s s e t a nd de fe rred incom e  a re  $32.6 m illion a nd $32.4 m illion
respectively, and included in deferred charges  and other assets , and deferred credits  and other non-current liabilities
respectively, in the Combined Balance Sheets



Springerville Generating Station

In 2001 the Dis trict entered into an agreement with UniSource Energy Development Company (UniSource) for
the joint development of two additiona l coa l-fired genera ting units  (Units  3 and 4), approxima tely 400 MW each in
s ize , to be  loca te d a t the  e xis ting S pringe rville  (Arizona ) Ge ne ra ting S ta tion. Unde r a n a m e ndm e nt to  the
a greement, da ted October 20, 2003, the  Dis trict entered into a  30-yea r power purcha s e  a greement (the  PPA) to
purcha s e  100 MW of ca pa city from  Unit 3, which wa s  de ve lope d by Tri-S ta te  Ge ne ra tion a nd Tra ns m is s ion
As s ocia tion, Inc. Unit 3 wa s  pla ced in s e rvice  in S eptem ber 2006, beginning the  30-yea r te rn of the  P P A. In
addition, the Dis trict received the right to cons truct the fourth unit (Unit 4) a t any time during the term of the PPA.
The  Dis trict origina lly he ld s uch rights  in a  wholly-owned s ubs idia ry, S pringerville  Four, but s uch rights  were
a s s igned to the  Dis trict on Februa ry l, 2007. The Dis trict ha s  begun cons truction of Unit 4 a nd expects  it to be  in
s e rvice  by the  end of ca lenda r yea r 2009. As  of April 30, 2007, the  Dis trict ha s  recognized $128.6 m illion of
cons truction cos ts  which a re  included in cons truction work in progres s  in the  Combined Ba la nce  S hee ts . The
Springerville  4 P roject is  a nticipa ted to cos t a pproxima te ly $790.5 million, UniSource 's  a ffilia te , Tucs on Electric
Power Company, opera tes  Units  1, 2 and 3 and will opera te Unit 4 upon completion.

(11) Contingencies :

Nuclear Insurance

Under exis ting la w, public lia bility cla ims  a ris ing from a  s ingle  nuclea r incident a re  lim ited to $10.8 billion.
P VNGS  P a rticipa nts  ins ure  for this  potentia l lia bility through com m ercia l ins ura nce  ca rrie rs  to the  m a xim um
amount ava ilable (8300.0 million) with the ba lance covered by an indus try-wide retrospective a s ses sment program
as  required by the Price-Anderson Act. If losses  a t any nuclea r power plant exceed ava ilable commercia l insurance,
the Dis trict could be assessed retrospective premium adjus tments . The maximum assessment per reactor per nuclear
incide nt unde r the  re tros pe ctive  progra m  is  $100.6 m illion including a  5% s urcha rge , a pplica ble  in  ce rta in
circumstances , but not more than $15.0 million per reactor may be charged in any one year for each incident.

Based on the Dis trict's  ownership sha re of PVNGS, the maximum potentia l a s ses sment would be $52.8 million,
including the 5% surcharge, but would be limited to $7.9 million per incident in any one year.

Spent Nuclear Fuel

Under the  Nuclea r Wa s te  P olicy Act of 1982, the  Dis trict pa ys  $0.001 pe r kph on its  s ha re  of ne t ene rgy
genera tion a t P VNGS  to the  U.S . Depa rtment of Energy (DOE). The DOE wa s  res pons ible  for the  s e lection a nd
development of a  repos itory for permanent s torage and disposa l of spent nuclea r fuel not la ter than December 31,
1998. However, the DOE has  announced tha t it will delay submitting an applica tion to cons truct a  penni repos itory
a t Yucca  Mounta in until 2008. A decis ion on licens ing is  not expected until a t lea s t 2010 and the facility is  unlikely
to open until a t lea s t 2017. Because of the s ignificant delays  in the DOE's  s chedule, it cannot be determined when
the  DOE will a ccept wa s te  from P VNGS or from  the  othe r owne rs  of s pent nuclea r fue l. It is  unlike ly, due  to
P VNGS ' pos ition in DOE's  que ue  for re ce iving s pe nt fue l,  tha t Arizona  P ublic  S e rvice  Com pa ny (AP S ), the
ope ra ting a gent of P VNGS , will be  a b le  to  in itia te  s h ipm e nts  to  DO E during  the  lice ns e d  life  o f P VNG S .
Accordingly, APS has  cons tructed an on-s ite  dry cask s torage facility to receive and s tore PVNGS spent fuel. The
facility s tored its  firs t cask in March 2003. Fifty-three casks  a re now s tored on s ite.

The Dis trict's  share of on-s ite interim s torage a t PVNGS is  es timated to be $35.1 million for cos ts  to s tore spent
nuclea r fue l from inception of the  pla nt through fis ca l yea r-end 2007, a nd $2.8 million per yea r going forwa rd.
These cos ts  have been included in the Dis trict's  regula ted opera tions  price plans  for transmiss ion and dis tribution

Coal Supply Litigation

Na va jo Na tion v. Pea body (US  Dis t. Court, D.C. Dis trict) In J une  1999, the  Na va jo Na tion filed a  la ws uit in
the  United S ta tes  Dis trict Court in Wa s hington D.C. (the  "U.S . Dis trict Court"), a lleging tha t P ea body (the  coa l
supplier for NGS), Southern Ca lifornia  Edison Company (opera ting agent for Mohave), the Dis trict (opera ting agent
for NGS) a nd certa in individua l defenda nts , induced the  United S ta tes  to brea ch its  fiducia ry duty to the  Na va jo
Na tion, and viola ted federa l ra cketeering s ta tutes . The laws uit a ris es  out of negotia tions  culmina ting in 1987 with
amendments  to the coa l leases  and rela ted agreements . The suit a lleges  $600.0 million in damages . The pla intiffs
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also seek treble damages  agains t the defendants , measured by any amounts  awarded under the racketeering s ta tutes
In a ddition, the  pla intiffs  cla im  punitive  da m a ges  of not le s s  tha n $1.0 billion. In Ma rch 2001, the  Hopi Tribe
inte rvened in the  s uit. The  cla ims  of both the Nava jo Na tion a nd the  Hopi Tribe  were  dis mis s ed in the ir entire ty
with respect to the Dis trict, but the dismissa l is  appealable

On Februa ry 9, 2005, the  U.S . Dis trict Court gra nted a  motion to s ta y the  litiga tion until further order of the
court while the parties  were in media tion with respect to this  litiga tion and rela ted bus iness  is sues . On June l, 2007
the pa rties  jointly filed a  s ta tus  report in the Dis trict Court, noting tha t a t the sugges tion of the media tor, they intend
to continue to engage in further media tion for the purpose of exploring whether a lterna tive development proposa ls
could provide  a  ba s is  for res olving this  la ws uit a nd re la ted is s ues . Another s ta tus  report mus t be  filed with the
Dis trict Court by October 7, 2007

Na va jo Na tion v. United S ta tes  (Court of Federa l Cla ims ) P revious ly, the  Na va jo Na tion ha d filed a  s uit
agains t the United Sta tes  Government based on s imilar a llegations . The lawsuit was  dismissed, but on appeal, it was
re ins ta ted a nd the  Court of Appea ls , in Augus t 2001, held tha t the  United S ta tes  ha d brea ched its  fiducia ry duty
under certa in specific s ta tutes  to the Nava jo Na tion, and tha t a  cla im for damages  was  within the jurisdiction of the
Court of Federa l Cla ims . In March 2003, the United S ta tes  Supreme Court, revers ed the decis ion of the Court of
Appea ls  and remanded the case for further proceedings  cons is tent with its  opinion. Ins tead of dismiss ing the case
the Court of Appea ls  remanded the case to the Court of Federa l Cla ims  and ordered tha t court to determine whether
othe r s ta tute s  a nd regula tions  im pos e  enforcea ble  fiducia ry dutie s  upon the  United S ta te s  in connection with
P ea body's  lea s es  a nd, if s o, whether the  United S ta tes  brea ched s uch duties . Following re m a nd, the  Court of
Federa l Cla ims  aga in dismissed the case in its  entirety. Tha t decis ion is  now on appea l to the United Sta tes  Court of
Appea ls  for the Federa l Circuit

Peabody Lega l Fees  Cas es  - Peabody cla ims  it is  entitled to reimburs ement under both the NGS Coa l Supply
Agreement and the Mohave Coa l Supply Agreement for its  cos ts  a s socia ted with the defense of the cha llenges  by
the Navajo Nation and Hopi Tribe to these coa l leases  (see above matters ). Peabody has  filed two separa te lawsuits
a ga ins t the  NGS  a nd Moha ve  P a rticipa nts , res pective ly, s eeking recovery of thes e  fees . The  Moha ve  a nd NGS
Participants  dispute Peabody's  a ttempt to recover its  legal cos ts  under the coal leases

As  for the Mohave fees , the Dis trict has  been dismis sed from the litiga tion and awarded its  a ttorney's  fees . On
appeal, however, the case was  remanded to determine whether the Dis trict should remain in the lawsuit

The Mohave Participants  and Peabody executed a  settlement agreement pursuant to which Peabody granted the
Mohave Participants  a  wa iver for fees  incurred prior to January 2006. However, a s  described above, the lawsuit for
fees  aris ing after December 2005 continues

In the NGS lega l fees  case, Peabody's  cla ims  aga ins t the NGS Participants  were dismissed. Peabody appea led
this  ruling. O11 a ppea l, the  tria l court's  dis mis s a l of the  ca s e  wa s  a ffirmed by the  Arizona  Court of Appea ls  a nd
review has  been denied by the Arizona  Supreme Court

Peabody v. SRP (the St. Louis  Case) - Peabody has  a lso filed suit in S t. Louis , Missouri aga ins t the Dis trict and
the other owners  of NGS a s s erting cla ims  a ga ins t both the Pa rticipa nts  a nd the Dis trict re la ting to lia bility is s ues
associa ted with the Nava jo Nation Lawsuit, a lleged breach of the NGS Coal Supply Agreement, breach of indemnity
obliga tions  owed to Peabody as  the a lleged agent of the NGS Participants , and cla ims  of tortuous  interference with
contracts  and tortuous  interference with bus iness  expectancies  aga ins t the Dis trict. The cla im seeks  $500.0 million
and unspecified compensatory damages , prejudgment interes t, a ttorneys ' fees  and costs

Dis tric t v.  P e a body - The  NGS  P a rtic ipa nts  a re  conte s ting  the ir a lle ge d lia bility for m ine  c los ing ,  fina l
reclamation, mine decommiss ioning and environmenta l monitoring cos ts , and certa in pos t retirement hea lth care and
life insurance benefits  tha t Peabody will pay or provide to its  employees  a fter termina tion of the NGS Coa l Supply
Agreement a nd a s s ocia ted clos ure  of the  Ka yenta  Mine . Ne ithe r the  Dis trict's  re s pons ibility nor the  ultim a te
amount of liability, if any, can be determined a t this  time. The Dis trict ha s  determined there is  a  range of pos s ible
outcomes  and has  recorded los ses  a t the lower end of the range. Additiona l exposure to the Dis trict could occur if
the outcome is  in the higher end of the range



The Dis trict is  unable to predict the likely outcome of the coa l supply litiga tion ma tters  a t this  time but does  not
believe  tha t the  fina l res olution of thes e  ma tters  will ha ve  ma teria l a dvers e  effects  on its  opera tions  or fina ncia l
condition.

Environmental

SRP is  subject to numerous  legis la tive, adminis tra tive and regula tory requirements  rela tive to a ir qua lity, wa ter
qua lity, haza rdous  was te disposa l and other environmenta l ma tters . SRP conducts  ongoing environmenta l reviews
of its  prope rtie s  for com plia nce  a nd to ide ntify thos e  prope rtie s  it be lie ve s  m a y re quire  re m e dia tion. Such
requirements  have resulted, and will continue to result, in increased cos ts  a s socia ted with the opera tion of exis ting
properties .

In September 2003, the Dis trict received notice from the U.S . Environmenta l Protection Agency (EPA) tha t it is
potentia lly liable under the Comprehens ive Environmenta l Response, Compensa tion and Liability Act a s  an owner
and opera tor of a  facility (the 16th S t. facility) within the Motorola  52nd S treet Superfund S ite. The Dis trict may be
lia ble  for pa s t cos ts  incurred a nd for future  work to be  conducted within the  S uperfund S ite . Inves tiga tion a nd
eva lua tion of this  potentia l liability a re in the prelimina ry s tages , but initia l soil vapor inves tiga tions  indica te some
conta mina tion on s ite . Further s oil a nd groundwa te r inves tiga tions  will ta ke  pla ce  during 2007. The  Dis trict is
unable a t this  time to predict the outcome, but believes  tha t it has  adequate reserves  for this  potentia l liability.

The EPA is  continuing its  na tiona l enforcement initia tive under the New Source Review (NSR) provis ions  of the
Clea n Air Act (CAA). This  initia tive is  focus ed on determining whether compa nies  fa iled to dis clos e ma jor repa irs
or a lte ra tions  to fa cilitie s  tha t, in the  opinion of the EP A, would ha ve  required the  ins ta lla tion of new pollution
control equipment. The  Dis trict ha s  been conta cted by the  EP A a s  pa rt of this  initia tive  a nd negotia tions  a re
ongoing. The Dis trict anticipa tes  a  s a tis factory res olution tha t would include new emis s ions  limits  and ins ta lla tion
of new pollution control technology a t CGS .

S evera l s pecies  lis ted a s  "enda ngered" or "threa tened" under the  Enda ngered S pecies  Act (ES A) ha ve  been
discovered in and a round Roosevelt and Horseshoe Dams . As  provided in the ESA, the Dis trict entered into fonta l
consulta tion with the United Sta tes  Fish and Wildlife Service (USFWS), and developed a  Habita t Conserva tion Plan
(P la n), which a llows  full opera tion of Roos evelt Da m a nd Res ervoir, provided the Dis trict es ta blis hed ha bita ts  for
the  s pecies  in other a rea s  or through other mea s ures . The  Dis trict is  enga ged in s imila r cons ulta tions  with the
US FWS  to obta in a  permit for opera tion of the  Hors es hoe  a nd Ba rtle tt Da ms  on the  Verde  River. The  US FWS
is s ue d a  pe rm it for ope ra tion of Roos e ve lt Da m  in 2003, a nd the  Dis tric t a ntic ipa te s  re ce iving a  pe rm it for
opera tions  on the Verde River by March 2008.

Air Quality

In December 1999, the  pa rticipa nts  in Moha ve  Genera ting S ta tion s e ttled a  la ws uit a lleging numerous  a nd
continuing viola tions  of opa city a nd s ulfur dioxide s ta nda rds . Under the  terms  of the  s e ttlement, the  pa rticipa nts
were required to ins ta ll by J anua ry 1, 2006, a  sulfur dioxide s crubber and other pollution control equipment. Ma jor
plant modifica tions , including emiss ions  controls , a re required for continued opera tion as  a  coa l-fired plant. Capita l
cos ts  were es tima ted a t $1 billion, of which the Dis trict's  sha re would be $211.3 million. These cos ts  were included
in ca pita l contingencies  portion of the  2007-2012 Improvement P rogra m. However, a s  dis cus s ed in Note  (9)
REGULATORY ISSUES, Moha ve Genera ting S ta tion, the  uncerta inty in pos t-2005 coa l a nd wa ter s upply ca us ed
the  Moha ve P a rticipa nts  to be  unwilling to ma ke the  neces s a ry inves tments  a nd funding wa s  removed from the
Dis trict's  2008-2013 Improvement Program.

Electric utilities  a re  s ubject to continuing environmenta l regula tion. Federa l, s ta te  a nd loca l s ta nda rds  a nd
procedures  tha t regula te  the  environmenta l impa ct of e lectric utilities  a re  s ubject to cha nge. Thes e cha nges  ma y
a ris e  from  continuing le gis la tive ,  re gula tory a nd judic ia l a c tion re ga rding s uch s ta nda rds  a nd proce dure s .
Cons equently, the re  is  no a s s ura nce  tha t fa cilitie s  owned by the  Dis trict will rema in s ubject to the  regula tions
currently in effect, will a lways  be in compliance with future regula tions , or will a lways  be able to obta in a ll required
opera ting permits . An ina bility to  com ply with  e nvironm e nta l s ta nda rds  could  re s u lt in  a dditiona l ca pita l
expenditures  to comply, reduced opera ting levels , or the complete shutdown of individua l electric genera ting units
not in com plia nce . Although the  pros pect for new Clea n Air Act legis la tion in 2007 is  low, a s  a  re s ult of the
legis la tive and regula tory initia tives , the Dis trict is  planning emiss ion reductions  a t its  coa l-fired power plants
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The EPA is sued fina l regula tions  for the control of mercury emiss ions  from coa l-fired genera ting s ta tions  in May
2005. Arizona  ha s  opted into the federa l mercury program and impos ed additiona l mercury emis s ions  limita tions
which will require the Dis trict to ins ta ll additiona l controls  a t CGS and Springerville Unit 4 to achieve 90% mercury
remova l. In addition, the Dis trict is  pa rticipa ting in EPA development of a  rule to regula te mercury emiss ions  on the
Na va jo Res erva tion, where  the  Dis trict owns  a n interes t in two genera tion s ta tions , NGS  a nd Four Corners , a nd
additiona l controls  a re highly likely a t both plants . The Dis trict is  s till eva lua ting compliance options  and cannot yet
estimate the associated costs

In J une 2005, the EPA a ls o is s ued Fina l a mendments  to its  J uly 1999 regiona l ha ze rule . Thes e a mendments
a pply to the  provis ions  of the  regiona l ha ze rule  tha t require  emis s ions  controls  known a s  Bes t Ava ila ble  Retrofit
Technology (BART) for coa l-fired power pla nts  a nd other indus tria l fa cilities  tha t emit a ir polluta nts  tha t reduce
vis ibility. The  a mendments  include  fina l guide lines  for s ta tes  to us e  in de te rmining which fa cilities  mus t ins ta ll
controls  a nd the  types  of controls  tha t fa cilities  mus t us e . S ta tes  mus t comple te  the  BART determina tions  for
eligible  fa cilities  by the end of 2007. BART controls  mus t be ins ta lled five yea rs  a fter the  EPA a pproves  a  s ta te 's
BART determina tion. The Dis trict ha s  fina ncia l interes ts  in s evera l coa l-fired power pla nts  tha t ma y be s ubject to
the new BART requirements

The Dis trict recognizes  the growing importance of the is sues  concerning clima te change (globa l wa rming) and
the implica tions  they could have on its  opera tions , s o it is  clos ely monitoring rela ted developments  a t the federa l
s ta te  a nd regiona l levels . Federa l legis la tion ha s  been propos ed which would, a mong other things , ca p or ta x
emiss ions  of ca rbon dioxide from foss il fuel power plants . There have a lso been severa l regiona l initia tives  a imed a t
curbing greenhous e  ga s  emis s ions . The Dis trict is  a s s es s ing the  ris k of thes e  policy initia tives  on its  genera tion
as sets  and is  developing contingency plans  to comply with future laws  and regula tions  res tricting greenhouse gas
emiss ions . There is  no way to predict the impact of such initia tives  on the Dis trict a t this  time

The Ca lifornia  Legis la ture ha s  ena cted la ws  tha t could impa ct the Dis trict. Under one s uch la w, the Ca lifornia
Public Utilities  Commiss ion and the Ca lifornia  Energy Commiss ion mus t implement regula tions  tha t, among other
things , prohibit procure m e nt of e le ctric ity from  a  coa l-fire d powe r pla nt for five  ye a rs  or longe r a nd re s tric t
inves tments  in coa l-fired pla nts . The  Los  Ange le s  De pa rtm e nt of Wa te r a nd  P owe r (LADWP ),  one  of the
participants  in NGS, and SCE, a  participant in Four Corners  Units  4 and 5, a re subject to the regula tions  and may be
precluded from a pproving certa in expenditures  a t the  pla nts , including ca pita l improvements . The regula tions
except expenditures  for "routine ma intenance", however, no definition is  provided. Another of the recent laws  could
impa ct the  Dis trict's  a bility to s e ll exces s  genera tion into Ca lifornia . If this  la w a nd its  implementing regula tions
mean tha t no purchas er of energy in Ca lifornia  could purchas e energy genera ted by a  coa l-fired plant, the Dis trict
could lose Ca lifornia  as  a  market for its  wholesa le genera tion, however, the Dis trict has  other options  for marketing
its  wholes a le  genera tion. The  Dis trict is  monitoring a nd pa rticipa ting in the  development of thes e  regula tions  to
determine the full extent of their impact on the Dis trict and the plants  in which it has  an interes t. There is  no way to
predict the impact of this  law on the Dis trict a t this  time

Natural Gas Supply

The Dis trict ha d a  contra ct with El Pa s o Na tura l Ga s  Compa ny for the  tra ns porta tion of na tura l ga s  on a  full
requirements  ba s is . FERC converted the  full requirements  contra ct to a  contra ct with monthly limits . A P hoenix
a rea  shipper, whose full-requirements  contract was  a lso converted, a sked FERC to rea lloca te transporta tion cos ts
a mong a ll of the Phoenix a rea  s hippers . FERC denied this  reques t. The s hipper then filed a  petition for rehea ring
with FERC which is  s till pending. If the  s hipper is  s ucces s ful, the  a pproxima te  impa ct to the  Dis trict could be  a s
much a s  $20.0 million

Voluntary Contributions in Lieu of Taxes

The  Arizona  Depa rtm ent of Revenue  (ADOR) cha llenged the  Dis trict's  exclus ion of contributions  in a id of
cons truc tion (CIAC) in  ca lcula ting the  to ta l va lue  of Dis tric t prope rty for purpos e s  of com puting volunta ry
contributions  in lieu of ta xes  (in-lieu contributions ) pa id by the  Dis trict. While  the  Dis trict obta ined a  fa vora ble
ruling from the  Arizona  S ta te  Boa rd of Equa liza tion, the  Arizona  Ta x Court s ubs equently rendered a  fa vora ble
decis ion to the ADOR on appea l. The Dis trict appea led the decis ion of the Arizona  Tax Court to the Arizona  Court
of Appea ls . The Court of Appea ls  ruled in the Dis trict's  favor on J anua ry 19, 2006. The ADOR then filed a  petition



for review of this  decis ion with the  Arizona  S upreme Court, which wa s  denied. At is s ue  ha d been the  Dis trict's
lia bility for a pproxima te ly $13.8 million plus  interes t for fis ca l yea rs  2003 (four months ), 2004 (12 months ), a nd
2005 (e ight months ). In fis ca l yea r 2007, the  Dis trict recognized $15.5 million of income due  to the  revers a l of
previous ly recorded reserves  resulting in the reduction of other opera ting expenses  in the accompanying combined
financia l s ta tements  a s  of April 30. For ca lenda r yea rs  2005 and forward, legis la tion was  pas s ed tha t codifies  the
exclus ion of CIAC from the in-lieu contributions  formula .

California Energy Market Issues

Numerous  FERC proceedings  a re  a ddres s ing va rious  a s pects  of the Ca lifornia  energy ma rket "cris is " of 2000
through 2001. Severa l of thes e proceedings  involve potentia l refunds . Beca us e the Dis trict bought from a nd s old
power to the  Ca lifornia  energy ma rket, the  Dis trict ha s  been dra wn into ma ny of the  proceedings . However, the
Dis trict was  a  net buyer in the Ca lifornia  market during the time periods  being scrutinized, and believes  it is  entitled
to refunds  if any a re ordered and has  received approximately $20.5 million in refunds  to da te. In June 2007, FERC
approved an additiona l $ l .7 million refund which the Dis trict expects  to receive in July or Augus t 2007 .

Indian Matters

From time to time, S RP  is  involved in litiga tion a nd dis putes  with va rious  India n tribes  on is s ues  concerning
regula tory jurisdiction, roya lty payments , taxes  and wa ter rights , among others  (s ee Coa l Supply Litiga tion and Air
Quality above). Resolution of these matters  may result in increased opera ting expenses .

Wate r Rights

The Dis trict and the As s ocia tion a re  pa rties  to a  s ta te  wa ter rights  adjudica tion proceeding encompas s ing the
entire  Gila  River S ys tem (the  Gila  River Adjudica tion). This  proceeding is  pending in the  S uperior Court for the
S ta te  of Arizona , Ma ricopa  County, a nd will eventua lly res ult in the determina tion of a ll conflicting rights  to wa ter
from the  Gila  River a nd its  tributa ries , including the  Sa lt a nd Verde  Rivers . The Dis trict a nd the  As s ocia tion a re
unable to predict the ultimate outcome of this  proceeding.

The United S ta tes , on beha lf of the  Gila  River India n Community (GRI Community), filed a  la ws uit in 1982 in
the  Fede ra l Dis trict Court, Dis trict of Arizona , to protect the  wa te r right cla im s  of the  GRI Com m unity. The
As s ocia tion is  a mong the ma ny defenda nts  na med in this  la ws uit. The la ws uit cla ims  tha t the  defenda nts ' us e  of
surface water and groundwater viola tes  the GRI Community's  rights  to water in certa in specified a reas , and reques ts
a  decree  s pecifying the  GRI Community's  rights , injunctive  re lie f to s top the  a lleged illega l us e  of wa ter by the
defendants , and damages  for increased cos ts  to the GRI Community from, among other things , having to deepen its
wells . This  lawsuit has  been s tayed pending the outcome of the Gila  River Adjudica tion.

In 2004, the  U.S . Congre s s  ena cted the  Arizona  Wa te r Rights  S e ttlem ent Act of 2004, which, when fully
implemented, will resolve the cla ims  of the GRI Community lis ted above a s  well a s  many of the cla ims  in the Gila
River Adjudica tion. However, there a re many conditions  precedent to the full effectiveness  and enforceability of the
act and its  associated agreements.

In 1978, a  wa ter rights  adjudica tion was  initia ted in the Apache County Superior Court with rega rd to the Little
Colora do River Sys tem. The Dis trict ha s  filed its  cla im to wa ter rights  in this  proceeding, which includes  a  cla im
for groundwa ter being us ed in the opera tion of CGS. The Dis trict is  unable to predict the ultima te outcome of this
proceeding, but believes  an adequate water supply for CGS will remain ava ilable.

Other Litigation

In the  norma l cours e  of bus ines s , SRP  is  expos ed to va rious  litiga tions  or is  a  defenda nt in va rious  litiga tion
matters . In management's  opinion, the ultimate resolution of these matters  will not have a  materia l adverse effect on
SRP's  financia l pos ition or results  of opera tions .
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SemInsurance

The Dis trict ma inta ins  va rious  self-insurance retentions  for certa in casua lty and property exposures . In addition
the Dis trict has  insurance coverage for amounts  in excess  of its  self-insurance retention levels . The Dis trict provides
re s e rve s  ba s e d on m a na ge m e nt's  be s t e s tim a te  of c la im s , including incurre d but not re porte d c la im s . In
ma na gement's  opinion, the  res erves  es ta blis hed for thes e  cla ims  a re  a dequa te  a nd a ny cha nges  will not ha ve a
materia l adverse effect on the Dis trict's  financia l pos ition or results  of opera tions



APPENDIX B .-- SUMMARY OF THE RESOLUTION

SUMMARY OF THE RESOLUTION

The following is  a  summary of certa in provis ions  of the Amended and Res ta ted Bond Resolution. Such summary
does  not purport to be complete, and reference is  made to the Resolution for full and complete s ta tements  of such
provis ions .

Certa in  Defin itions

The following a re definitions  in summary form of certa in terms  conta ined in the Resolution and used herein and
in the Officia l S ta tement:

Accounting P ra ctice : Genera lly accepted accounting principles  appropria te to the electric utility indus try.

Aggrega te  Debt Service : For any fisca l yea r, and as  of any da te of ca lcula tion, the sum of the amounts  of Debt
Service for such year with respect to a ll Series .

Cost of Construction.. The District's cost of physical construction, costs of acquisition by or for the District of a
Project for the Electric System, and costs of the District incidental to such construction or acquisition, the cost of
any indemnity and surety bonds and premiums on insurance during construction, engineering expenses, legal fees
and expenses, cost of financing, audits, fees and expenses of the Fiduciaries, amounts, if any, required by the
Resolution or any Series Resolution to be paid into the Debt Service Fund upon the issuance of any Series of
Revenue Bonds, payments when due (whether at the maturity of principal or the due date of interest or upon
redemption) on any indebtedness of the District (other than the Revenue Bonds) incurred for a Project for the
Electric System, costs of machinery, equipment and supplies and initial working capital and reserves required by the
District for the commencement of operation of a Project for the Electric System, and any other costs properly
a ttributable  to such construction or acquisition, a s  de te rmined by Accounting P ractice , and sha ll include
reimbursement to the District for any such items of Cost of Construction theretofore paid by the District. Any Series
Resolution may provide for additional items to be included in the aforesaid Cost of Construction.

De bt Re s e rve  Account Cre dit Fa cility: A le tter of credit, revolving credit a greement, s ure ty bond, ins ura nce
policy or s imila r obliga tion, a rra ngement or ins trument is s ued by a  ba nk, ins ura nce  compa ny or other fina ncia l
ins titution, having a  ra ting in the highes t ra ting ca tegory from a  na tiona lly recognized ra ting agency, which sha ll be
depos ited in the Debt Reserve Account and which provides  for the payment of a ll or a  portion of the Debt Reserve
Requirement.

Debt Reserve  Requirement: As  of a ny da te  of ca lcula tion, a n a mount equa l to one-ha lf of the a vera ge a nnua l
interes t cos t for a ll Outs tanding Revenue Bonds , which may be s a tis fied by the depos it of cash or s ecurities  in the
Debt Reserve Account or by the depos it of a  Debt Reserve Account Credit Facility in the Debt Reserve Account in
lieu of or in pa rtia l s ubs titution for ca s h or s ecurities  on depos it therein. For purpos es  of determining the average
annua l interes t cos t for any Outs tanding Bonds  which bea r interes t a t a  va riable ra te, the Dis trict sha ll a s sume the
same average interes t cos t applicable to such Outs tanding Bonds  for the previous  Fiscal Year.

Debt Se rvice : For any period, a s  of any da te of ca lcula tion and with respect to any Series , an amount equa l to
the sum of (i) interes t accruing during such period on Revenue Bonds  of such Series  (except to the extent tha t such
interes t is  to be pa id from depos its  in the Debt Service Account in the Debt Service Fund made from Revenue Bond
proceeds , a s  des cribed in the Res olution), and (ii) tha t portion of each Principa l Ins ta llment for s uch Series  which
would accrue during such period if such Principa l Ins ta llment were deemed to accrue da ily in equa l amounts  from
the  next preceding P rincipa l Ins ta llm ent due  da te  for s uch S e rie s  (or, if the re  be  no s uch preceding P rincipa l
Ins ta llment due da te, from a  da te one yea r preceding the due da te of such Principa l Ins ta llment). Such interes t and
Principa l Ins ta llments  for such Series  sha ll be ca lcula ted on the as sumption tha t no Revenue Bonds  of such Series
Outs tanding a t the da te of ca lcula tion will cease to be Outs tanding except by reason of the payment of each Principal
Ins ta llment on the due date thereof.

Defeasance Securities: Any of the following securities, if and to the extent the same are at the time legal for
investment of District funds
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(i) Any s ecurity which is  (a ) a  direct obliga tion of or unconditiona lly gua ra nteed by, the  United S ta tes  of
America  or the  S ta te  of Arizona  or (b) a n obliga tion of a n a gency or ins trumenta lity of the  United S ta tes  of
America  the pa yment of which is  unconditiona lly gua ra nteed a s  a  full fa ith a nd credit obliga tion by the United
Sta tes  of America , which is  not ca llable or redeemable a t the option of the issuer thereof;

(ii) Any depos ita ry receipt is sued by a  bank as  cus todian with respect to any Defeasance Securities  which are
specified in clause (i) above and held by such bank for the account of the holder of such depos itory receipt, or
with res pect to a ny s pecific pa yment of principa l or interes t on a ny s uch Defea s a nce Securities  which a re  s o
specified and held, by such bank for the account of the holder of such depos ita ry receipt, or with respect to any
specific payment of principa l of or interes t on any such Defeasance Securities  which a re so specified and held
provided tha t (except a s  required by la w) s uch cus todia n is  not a uthorized to ma ke  a ny deduction from the
amount payable to the holder of such depos ita ry receipt from any amount received by the cus todian in respect of
the Defeasance Securities  or die specific payment of principa l or interes t evidenced by such depos ita ry receipt

(iii) Certifica tes  of depos it, whether negotiable or non-negotiable, and banker's  acceptances  whose ma turity
va lue sha ll not be grea ter than 1/25 of the capita l and surplus  of the accepting bank or commercia l paper is sued
by the parent holding company of any such bank which a t the time of inves tment has  an outs tanding unsecured
uninsured and unguaranteed debt is sue ra ted in the highes t short term ra ting ca tegory by a  na tiona lly recognized
ra ting agency

(iv) Any obliga tion of any s ta te  or politica l s ubdivis ion of a  s ta te  or of any agency or ins trumenta lity of any
s ta te  or politica l s ubdivis ion ("Municipa l Bond") which Municipa l Bond is  fully s ecured a s  to principa l a nd
interes t by an irrevocable pledge of moneys  or direct and genera l obliga tions  of, or obliga tions  gua ranteed by
the United Sta tes  of America , which moneys  or obliga tions  a re segrega ted in trus t and pledged for the benefit of
the holder of the Municipa l Bond, a nd which Municipa l Bond is  ra ted in the highes t ra ting ca tegory by a t lea s t
two na tiona lly recognized ra ting agencies , and provided, however, tha t such Municipa l Bond is  accompanied by
(l) a  Couns e l's  Opinion to  the  e ffe c t tha t s uch Munic ipa l Bond will be  re quire d  for the  purpos e s  of the
inves tm ent be ing m a de  the re in a nd (2) a  report of a  na tiona lly recognized independent ce rtified a ccount
verifying tha t the moneys  and obliga tions  s o s egrega ted a re s ufficient to pay the principa l of, premium, if any
and interes t on the Municipa l Bond, and

(v) Any other security des igna ted in a  Series  Resolution as  Defeasance Securities  for purposes  of defens ing
the Bonds  authorized by such Series  Resolution

Electric Sys tem: Properties  and assets  to which lega l title is  ves ted in the Dis trict and was  so ves ted on the da te
of adoption of the Resolution and a ll properties  and a s sets  acquired by the Dis trict a s  renewa ls  and replacements
additions  and expans ion, and improvements  thereto, as  recorded in the books  of the Dis trict pursuant to Accounting
Pra ctices , but s ha ll not include properties  a nd a s s ets  tha t ma y be herea fter purcha s ed, cons tructed or otherwis e
a cquired by the  Dis trict a s  a  s epa ra te  s ys tem or fa cility, the  revenue of which ma y be pledged to the  pa yment of
bonds  or other forms  of indebtednes s  is sued to purchase, cons truct or otherwise acquire such s epa ra te sys tem or
facility and shall not include properties  or assets  charged to Irriga tion Plant or any Separa tely Financed Project

Fis ca l Ye a r: The period commencing Ma y 1 a nd ending April 30 for ea ch twelve-month period or a ny other
consecutive twelve month period des igna ted by the Dis trict from time to time

Inves tment Securities : Any securities  if and to the extent the same are a t the time lega l for inves tment of Dis trict
funds

Irriga tion P la nt: All land and land rights , s tructure, facilities  and equipment used or usable by the Dis trict or the
S a lt River Va lley Wa ter Us ers ' As s ocia tion s ole ly for the  development, s tora ge , tra ns porta tion, dis tribution a nd
delivery of wa ter to the  owners  or occupa nts  of the  la nds  within the  Sa lt River P roject ha ving rights  thereto or to
a nyone a cting on beha lf thereof purs ua nt to contra cts  with the  Sa lt River Va lley Wa ter Us ers ' As s ocia tion or the
Dis trict

Opera ting Expenses : The Dis trict's  expens es  of opera ting the Electric Sys tem, including, without limiting the
ge ne ra lity of the  fore going, a ll cos ts  of purcha s e d powe r, ope ra tion, m a inte na nce , ge ne ra tion, production



trans mis s ion, dis tribution, repa irs , replacements , engineering and trans porta tion required for the opera tion of the
Electric Sys tem (including any payments  made purs uant to a  "take-or-pay" electric s upply or energy contract tha t
obliga tes  the Dis trict to pay for fuel, energy or power, s o long a s  fuel or energy is  delivered or made ava ilable  for
delivery), adminis tra tive and genera l, audit, lega l, financia l, pens ion, retirement, hea lth, hospita liza tion, insurance
taxes  and any other expenses  actua lly pa id or accrued, without limita tion, expenses  of the Dis trict applicable to the
Electric Sys tem, a s  recorded on its  books  purs uant to Accounting Practice and any other expens es  of the Dis trict
applicable to the Electric Sys tem, as  recorded on its  books  pursuant to Accounting Practice, and any other expenses
incurred or payments  by the Dis trict under the provis ions  of the Resolution or in discharge of obliga tions  required to
be pa id by loca l, s ta te  or federa l laws , a ll to the extent properly a llocable to the Electric Sys tem under Accounting
Practice, including those expenses  the payment of which is  not immedia tely required, such as  those expenses  rela ted
to the funding of a  reserve in the Opera ting Fund. Opera ting Expenses  sha ll not include any cos ts  or expenses  for
new cons truction, fa lling wa ter us ed in hydroelectric opera tions  of the Dis trict, cha rges  for deprecia tion, volunta ry
payments  in lieu of taxes  and opera tion, maintenance, repairs , replacement and cons truction of the Irriga tion Plant

P rincipa l Ins ta llme nt: As  of any da te of ca lcula tion, and with res pect to any Series  of Revenue Bonds , (i) the
principa l a m ount of Re ve nue  Bonds  of s uch S e rie s  due  on a  ce rta in  future  da te  for which no S inking Fund
Ins ta llments  have been es tablished, or (ii) the unsa tis fied ba lance of any Sinking Fund Ins ta llments  due on a  certa in
future da te for bonds  of such Series , plus  the amount of s inking fund redemption premiums , if any, which would be
applicable upon redemption of such Revenue Bonds  in a  principa l amount equa l to sa id unsa tis fied ba lance of such
Sinking Fund Ins ta llments  or (iii) if such future da tes  coincide as  to different Revenue Bonds  of such Series , the sum
of s uch principa l amount of Revenue Bonds  and of s uch uns a tis fied ba lance of S inking Fund Ins ta llments  due on
such future da te plus  such applicable redemption premiums, if any

P roje ct: The purcha s e, repla cement, cons truction, lea s ing or a cquis ition of a ny rea l or pers ona l property or
interes t therein, works  or facilities  which the Dis trict is  authorized by law to purchas e, replace, cons truct, lea s e or
otherwise acquire, or the improvement, recons truction, extens ion or addition to any rea l or persona l property, works
or facilities  owned or opera ted by the Dis trict, or any program of development involving rea l or pers ona l property
works  or facilities  which the Dis trict is  authorized by law to purchase, replace, cons truct, lease or otherwise acquire
or the improvement, recons truction, extens ion or addition to such program

P ut Bonds : Bonds  which, by the ir te rms , ma y be  tendered by a nd a t the  option of the  owner thereof, or a re
subject to a  mandatory tender, for payment or purchase prior to the s ta ted maturity or redemption date thereof

Ra te  S ta biliza tion Fund: The  S a lt River P roject Electric S ys tem Ra te  S ta biliza tion Fund es ta blis hed in the
Res olution

Revenues: (i) A11 revenues , income, rents  and receipts  derived by the Dis trict from the ownership and opera tion
of the Electric Sys tem and the proceeds  of any insurance covering bus iness  interruption loss  rela ting to the Electric
Sys tem and (ii) interes t received on any moneys  or securities  (other than in the Cons truction Fund) held pursuant to
the Resolution and pa id into the Revenue Fund, but not including any such income or receipts  a ttributable directly or
indirectly to the owners hip or opera tion of any Sepa ra tely Financed Project and not including any federa l or s ta te
grant monies  the receipt of which is  conditioned upon their expenditure for a  particular purpose

Re ve nue s  Ava ila ble  for De bt S e rvice : For a ny fis ca l yea r or pe riod of 12 ca lenda r m onths  s ha ll m ea n a ll
Revenues  less  Operating Expenses  for such Fiscal Year or period

Trus tee : The Trus tee is  currently U.S. Bank Nationa l Associa tion

(Resolution, Section 1.01)

Pledge of Revenues and Funds

The payment of the principa l and redemption price of, and interes t on, the Revenue Bonds  is  s ecured by (i) the
proceeds  of sa le of the Bonds , (Lil the Revenues , and (iii) a ll Funds  (except the Ra te Stabiliza tion Fund) es tablished
by the Resolution, including the inves tments , if any, thereof

(Resolution, Section 5.01)



Additional Bonds

The Dis trict may from time to time is sue Bonds  pursuant to a  Series  Resolution which will rank on a  pa rity with
and be secured by an equa l charge and lien on the Revenues , upon sa tis faction of the conditions  to the is suance of
Bonds  conta ined in Section 2.02 of the  Res olution, only if, (a ) Revenues  Ava ila ble  For Debt Service, a djus ted a s
provided in this  caption, of any 12 consecutive ca lenda r months  out of the 24 ca lenda r months  next preceding the
issuance of such proposed additional Bonds , are not less  than one and ten hundredths  (1 10/100) times  the maximum
tota l Debt Service for any succeeding year on a ll Bonds  which will be outs tanding immedia tely prior to the is suance
of the proposed additiona l Bonds , and (b) the es timated Revenues  Available For Debt Service, adjus ted as  provided
in this  caption, for each of the five (5) Fisca l Years  immedia tely following the is suance of such proposed additiona l
Bonds  a re not les s  than one and ten hundredths  (1 10/100) times  the tota l, for each such respective Fisca l Year, of
the Debt Service on a ll Bonds  which will be outs ta nding immedia tely s ubs equent to the is s ua nce of the propos ed
additiona l Bonds

P rior to the  is s ua nce  of a ny a dditiona l Bonds  evidencing a dditiona l indebtednes s , the  pa yment of principa l
interes t and Redemption Price of which additiona l Bonds  will be a  lien on the Revenues  on a  pa rity with previous ly
is s ued Series  of Bonds , the Dis trict s ha ll obta in a  certifica te  of an Authorized Officer of the Dis trict evidencing full
compliance with the provis ions  of this  caption

In de te rm ining the  a m ount of Re ve nue s  Ava ila ble  For De bt S e rvice  for the  purpos e s  of this  ca ption, the
Authorized Office r of the  Dis trict m a y a djus t the  Revenues  Ava ila ble  For Debt S e rvice  by a dding the re to the
following

(i) in the event the Dis trict sha ll have acquired an opera ting utility or facility subsequent to the beginning of
the 12 month period selected pursuant to this  caption, an es timate made by an Authorized Officer of the Dis trict
of s uch a dditiona l Revenues  Ava ila ble  For Debt Service  for s uch 12 month period which would ha ve res ulted
had such opera ting utility or facility been acquired a t the beginning of such 12 month period

(ii) in the  event a ny a djus tment of ra tes  with res pect to the  Electric S ys tem s ha ll ha ve  become effective
subsequent to the beginning of the 12 month period s elected pursuant to this  caption, an es tima te made by an
Authorized Officer of the  Dis trict of s uch a dditiona l Revenues  Ava ila ble  For Debt S ervice  for s uch 12 month
period which would have resulted had such ra te adjus tment been in effect for the entire period, and

(iii) a n es tima te  ma de by a n Authorized Officer of the  Dis trict of the  a mounts  from the  Ra te  S ta biliza tion
Fund which have been transferred to pay Debt Service for the 12 month period selected pursuant to this  caption

In determining the amount of es timated Revenues  Available For Debt Service for the purpose of this  caption, the
Authorized Officer of the Dis trict may adjus t the es tima ted Revenues  Ava ilable For Debt Service by adding thereto
any es timated increase in revenue resulting from any increase in electric ra tes  or any amount on depos it in the Rate
Stabiliza tion Fund which is  expected to be trans ferred by the Dis trict to pay Debt Service or to offset any increase in
e le ctric  ra te s , which, in  the  opinion of the  Authorize d Office r of the  Dis tric t,  a re  e conom ica lly fe a s ible , a nd
reasonably considered necessary based on projected operations  for such 5 year period

The certifica te  required by this  ca ption s ha ll be  conclus ive  evidence  a nd the  only evidence  required to s how
compliance with the provis ions  and requirements  of this  caption

(Resolution, Section 2.04)

Refunding Bonds

One or more Series  of Refunding Bonds  may be is sued a t any time to refund any part or a ll of the Bonds  of any
one or more Series  then Outs ta nding. Refunding Bonds  s ha ll be  is s ued in a  principa l a mount s ufficient, together
with other moneys  ava ilable therefor, to accomplis h s uch refunding and to make the depos its  in the Debt Service
Fund required by this  caption or by the provis ions  of the Series  Resolution authorizing such Bonds



Refunding Bonds  of ea ch Series  is s ued to refund a ny pa rt or a ll of the  Bonds  of a ny one or more Series  then
Outs tanding may be delivered by the Dis trict upon receipt by the Trus tee of:

(a ) Irrevocable ins tructions  to the Trus tee, sa tis factory to it, to give due notice of redemption of a ll the Bonds
to be refunded on a  redemption date specified in such ins tructions ,

(b) If the  Bonds  to be refunded a re  not by their terms  s ubject to redemption within the next s ucceeding 60
days , irrevocable ins tructions  to the Trus tee, sa tis factory to it, to make due publica tion of the notice provided for
under the caption entitled "Defeasance" to the Holders  of the Bonds  being refunded,

(c) Either (i) moneys  in a n a mount s ufficient to effect pa yment a t the  a pplica ble  Redemption P rice  of the
Bonds  to be refunded, together with accrued interes t on such Bonds  to the redemption da te, which moneys  sha ll
be held by the Trus tee or any one or more of the Paying Agents  in a  separa te account irrevocably in trus t for the
benefit of such Refunding Bonds  until such time as  such amount sha ll be a s s igned to the respective Holders  of
the  Bonds  to be  re funded for pa yment of the  Redemption P rice  of the  Bonds  to be  re funded, toge ther with
a ccrued inte res t, on the  redemption da te , or (ii) Defea s a nce  S ecuritie s  in s uch principa l a mounts , of s uch
maturities , bea ring such interes t, and otherwise having such terms  and qua lifica tions , a s  sha ll be neces sa ry to
comply with the provis ions  under the caption entitled "Defea s ance" and any moneys  required purs uant to s a id
caption, which Defeasance Securities  and moneys  sha ll be held in trus t and used only as  provided in subsection
(c)(i) of this  caption; and

(d) Eithe r (i) a  ce rtifica te  of a n  Authorize d Office r of the  Dis tric t a s  re quire d by the  ca ption e ntitle d
"Additiona l Bonds " or (ii) a  certifica te  of a n Authorized Officer of the  Dis trict s e tting forth (1) the  Aggrega te
Debt Service for the then current and each future Fisca l Year to and including the Fisca l Year next preceding the
da te  of the  la tes t ma turity of a ny Bonds  of a ny S eries  then Outs ta nding (A) with res pect to the  Bonds  of a ll
Series  Outs tanding immedia tely prior to the da te of delivery of s uch Refunding Bonds , and (B) with res pect to
the Bonds  of a ll Series  to be Outs tanding immedia tely therea fter, and (2) tha t the Aggrega te  Debt Service s et
forth for each Fisca l Year pursuant to (B) above is  no grea ter than tha t set forth for such Fisca l Year pursuant to
(A) a bove

The  proce e ds , including a ccrue d inte re s t,  of the  Re funding Bonds  of e a ch s uch S e rie s  s ha ll be  a pplie d
s imulta neous ly with the delivery of s uch Bonds  in the ma nner provided in the Series  Res olution a uthorizing s uch
Bonds

Any balance of the proceeds of Refunding Bonds not needed for the purposes provided in this caption or in the
Series Resolution authorizing such Bonds may be used by the District, to the extent necessary, to pay any expenses
incurred in connection with the issuance of such RefUnding Bonds and, thereafter, any remaining balance not so
needed by the District shall be deposited in the Revenue Fund

(Resolution, Section 2.05)

Separate ly Financed Projects

Nothing in  this  Re s olution s ha ll pre ve nt the  Dis tric t from  a uthorizing a nd is s uing bonds , note s  or othe r
obliga tions  or evidences  of indebtedness , other than Bonds , for any project authorized by the Act, or from financing
a ny s uch project from  othe r a va ila ble  funds  (s uch project be ing re fe rred to he re in a s  a  "S epa ra te ly Fina nced
Project"), if the debt service on such bonds , notes , or other obliga tions  or evidences  of indebtedness , if any, and the
Dis trict's  sha re of any opera ting expenses  rela ted to such Separa tely Financed Project, a re payable solely from the
revenues  or other income derived from the ownership or opera tion of such Separa tely Financed Project

(Resolution, Section 2.06)

Subordinated Indebtedness

The Dis trict may, a t any time, or from time to time, issue evidences  of indebtedness  payable out of Revenues  and
which may be secured by a  pledge of Revenues , provided, however, tha t such pledge shall be and shall be expressed
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to be , s ubordina te  in a ll re s pects  to the  pledge  of the  Revenues , moneys , s ecuritie s  a nd funds  crea ted by the
Res olution

(Resolution, Section 5.09)

Es tablis hm ent of Funds  and Applica tion  Thereof

The Resolution crea tes  and es tablishes  the following Funds  and Accounts

(l) Sa lt River Project Electric Sys tem Cons truction Fund, to be held by the Dis trict

(2) Sa lt River Project Electric Sys tem Revenue Fund, to be held by the Dis trict

(3) Sa lt River Project Electric Sys tem Debt Service Account, to be held by the Trus tee

(4) Sa lt River Project Electric Sys tem Debt Reserve Account, to be held by the Trus tee

(5) Sa lt River Project Electric Sys tem Rate Stabiliza tion Fund, to be held by the Dis trict, and

(6) Sa lt River Project Electric Sys tem Redemption Fund, to be held by the Trus tee

Cons truction Fund. There sha ll be pa id into the Cons truction Fund the amounts  required to be so pa id by the
provis ions  of the  Res olution, a nd there  ma y be pa id into the  Cons truction Fund, a t the  option of the  Dis trict, a ny
moneys  received for or in connection with the Electric Sys tem by the Dis trict from any other source, unless  required
to be otherwise applied as  provided by the Resolution

The proceeds  of insurance mainta ined pursuant to the Resolution agains t phys ica l loss  of or damage to a  Project
or of contractors ' performance bonds  with respect thereto, perta ining to the period of cons truction thereof, sha ll be
pa id into the Cons truction Fund

Unless  otherwise provided herein, amounts  in the Cons truction Fund sha ll be applied to the purpose or purposes
specified in the Series  Resolution authorizing the Bonds

Notwiths tanding any of the other provis ions  of this  subheading, to the extent tha t other moneys  a re not ava ilable
therefor, a mounts  in the  Cons truction Fund s ha ll be  a pplied to the  pa yment of principa l of a nd interes t on Bonds
when due

Amounts  in the Cons truction Fund sha ll be inves ted by the Dis trict to the fulles t extent practicable in Inves tment
Securities  maturing in such amounts  and at such times  as  may be necessary to provide funds  when needed to pay the
Cos t of Cons truction or such other purpose to which such moneys  a re applicable. The Dis trict may, and to the extent
required for payments  from the Cons truction Fund s ha ll, s ell any s uch Inves tment Securities  a t any time, and the
proceeds  of such sa le, and of a ll payments  a t maturity and upon redemption of such inves tments , sha ll be held in the
Cons truction Fund. Interes t received on moneys  or s ecurities  in the  Cons truction Fund s ha ll be  depos ited in the
Cons truction Fund

Re ve nue s  a nd Re ve nue  Fund. The Res olution es ta blis hes  a  Revenue Fund a nd provides  tha t there  s ha ll be
promptly depos ited by the Dis trict to the credit of the Revenue Fund a ll Revenues

P a yme nt of Operating Expenses . The Dis trict (a ) s ha ll out of the moneys  in the Revenue Fund, pay, free and
clea r of any lien or pledge crea ted by the Resolution, a ll amounts  required for reasonable and necessa ry Opera ting
Expenses , and (b) may a t a ll times  reta in in the Revenue Fund amounts  deemed by the Dis trict to be reasonable and
necessa ry for working capita l and reserves  for Opera ting Expenses  including expenses  which do not recur annua lly
provided tha t the  tota l a mount of s uch res erves  s et a s ide during a ny yea r s ha ll not exceed 20% of the  a mount of
Operating Expenses  for such year

P a yme nts  Into Ce rta in Funds . The Dis trict s ha ll out of the moneys  in the Revenue Fund not reta ined therein
pursuant to this  subheading, on or before each date for the payment of Debt Service, transfer and apply such amount



to the Debt Service Fund (i) for credit to the Debt Service Account, to the extent required so tha t the ba lance in sa id
Account s ha ll equa l the  Aggrega te  Debt Service , provided tha t, for the  purpos es  of computing the  a mount to be
a lloca ted to sa id Account, there sha ll be excluded the amount, if any, set as ide in sa id Account which was  depos ited
therein from the Rate Stabiliza tion Fund or from the proceeds  of Bonds  less  an amount equa l to the interes t accrued
a nd unpa id a nd to a ccrue on Bonds  (or a ny Refunding Bonds  is s ued to refund Bonds ) to the  la s t da y of the  then
current ca lenda r month, and (ii) for credit to the Debt Res erve Account, an amount equa l to one-twelfth of twenty
percent ( 1/12 of 20%) of the amount necessary to make the tota l amount of moneys  on depos it therein equa l to the
Debt Reserve Requirement, provided, however, tha t no depos its  sha ll be required if the Dis trict sha ll depos it a  Debt
Reserve Account Credit Facility in the Debt Reserve Account in sa tis faction of the Debt Reserve Requirement.

The Dis trict ma y out of the  moneys  in the  Revenue Fund not re ta ined there in purs ua nt to this  s ubhea ding or
applied pursuant to this  subheading, upon a  determina tion by an Authorized Officer of the Dis trict a t any time prior
to the next Debt Service payment da te  tha t s ufficient funds  a re or will be ava ilable in the Debt Service Account to
pay Debt Service on the next Debt Service payment da te and tha t sufficient moneys , s ecurities  or a  Debt Reserve
Account Credit Fa cility equa l to the  Debt Res e rve  Requirem ent a re  or will be  on depos it in the  Debt Res e rve
Account to sa tis fy the Debt Reserve Requirement, trans fer such amount as  follows  and in the following order:

(1) To the Ra te S tabiliza tion Fund, an amount deemed neces sa ry by the Dis trict which may be used by the
Dis trict for any lawful purpose, and

(2) To the Genera l Fund, any such remaining ba lance in the Revenue Fund. Any amount so transferred to the
Genera l Fund of the Dis trict may be used by the Dis trict for any lawful purpose.

Provided, however, tha t so long as  there sha ll be held in the Debt Service Fund an amount sufficient to fully pay
a ll Outs ta nding Bonds  in a ccorda nce  with the ir te rns  (including principa l or a pplica ble  s inking fund Redemption
Price and interes t thereon), no depos its  shall be required to be made into the Debt Service Fund.

Debt Service Fu n d . Debt S e rvice  Account. The  Trus tee  s ha ll pa y out of the  Debt S e rvice  Account to the
respective Paying Agents  (i) on or before each interes t payment da te for any of the Bonds , the amount required for
the interes t payable on such da te, (ii) on or before each Principa l Ins ta llment due da te, the amount required for the
Principa l Ins ta llment payable on such due da te, and (iii) on or before the day preceding any redemption da te for the
Bonds , the amount required for the payment of interes t on the Bonds  then to be redeemed. Such amounts  sha ll be
applied by the Paying Agents  on and a fter the due da tes  thereof. The Trus tee sha ll a lso pay out of the Debt Service
Account the accrued interes t included in the purchase price of the Bonds  purchased for retirement

Amounts  accumula ted in the Debt Service Account with respect to any S inking Fund Ins ta llment (together with
a mounts  a ccumula ted therein with res pect to interes t on the Bonds  for which s uch S inking Fund Ins ta llment wa s
es ta blis hed) ma y a nd, if s o directed by the  Dis trict, s ha ll be  a pplied by the  Trus tee , on or prior to the  60th da y
preceding the due da te of such S inking Fund Ins ta llment, to (i) the purchase of Bonds  of the Series  for which such
Sinking Fund Ins ta llment was  es tablished, or (ii) the redemption a t the applicable s inking fund Redemption Prices
pursuant to Article IV of the Resolution, of such Bonds , if then redeemable by their terms . After the 60th day but on
or prior to the  40th da y pre ce ding the  due  da te  of s uch S iring Fund Ins ta llme nt, a ny a mounts  the n on de pos it in the
Debt Service Account (exclus ive of a mounts , if a ny, s et a s ide in s a id Account which were depos ited therein from
the  proceeds  of a dditiona l Bonds ) ma y a nd, if s o directed by the  Dis trict, s ha ll be  a pplied by the  Trus tee  to the
purcha s e  of Bonds  of the  S e rie s  for which s uch S inking Fund Ins ta llm ent wa s  e s ta blis hed in a n a m ount not
exceeding tha t necessary to complete the retirement of the unsa tis fied ba lance of such Sinking Fund Ins ta llment. All
purchases  of any Bonds  pursuant to this  subheading sha ll be made a t prices  not exceeding the applicable s inking
fund Redemption Price of such Bonds plus  accrued interes t, and such purchases  shall be made in such manner as  the
Trus tee sha ll determine. The applicable s inking fund Redemption Price (or principa l amount of ma turing Bonds ) of
a ny Bonds  s o purcha s ed or redeemed s ha ll be  deemed to cons titute  pa rt of the  Debt Service  Account until s uch
Sinking Fund Ins ta llment da te, for the purpose of ca lcula ting the amount of such Account. As  soon a s  practicable
after the 40th day preceding the due da te of any such Sinking Fund Ins ta llment, the Trus tee sha ll proceed to ca ll for
redemption, by giving notice as  provided in Section 4.05 of the Resolution, on such due da te Bonds  of the Series  for
which s uch S inking Fund Ins ta llment wa s  es ta blis hed (except in the  ca s e  of Bonds  ma turing on a  S inking Fund
Ins ta llment da te) in such amount as  sha ll be necessary to complete the retirement of the unsa tis fied ba lance of such
Sinking Fund Ins ta llment. The Trus tee sha ll pay out of the Debt Service Account to the appropria te Paying Agents
on or before the day preceding such redemption da te (or ma turity da te), the amount required for the redemption of
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the  Bonds  s o ca lled for redemption (or for the  pa yment of s uch Bonds  then ma turing), a nd s uch a mount s ha ll be
applied by s uch Paying Agents  to s uch redemption (or payment). All expens es  in connection with the purchas e or
redemption of Bonds  sha ll be pa id by the Dis trict from the Revenue Fund as  an Opera ting Expense

The amount, if any, depos ited in the Debt Service Account from the proceeds  of each Series  of Bonds  sha ll be
set a s ide in such Account and applied to the payment of interes t on the Bonds  of such Series  (or Refunding Bonds
issued to refund such Bonds) as  the same becomes due and payable

De bt Re s e rve  Account. If on the  firs t working da y of a ny month the  a mount on depos it in the  Debt Res erve
Account sha ll be les s  than the Debt Reserve Requirement, the Trus tee sha ll apply amounts  from the Debt Service
Fund to the extent necessa ry to make good the deficiency. In the event tha t there is  on depos it in the Debt Reserve
Account moneys  and a  Debt Reserve Account Credit Facility, the Trus tee sha ll withdraw moneys  prior to making a
draw or cla im, as  the case may be, on a  Debt Reserve Account Credit Facility

Whenever the amount on depos it in the Debt Reserve Account sha ll exceed the Debt Reserve Requirement, such
exces s  sha ll be a lloca ted and applied by the Dis trict in the s ame manner a s  Revenues  pursuant to the subheading
e ntitle d "P a ym e nts  Into Ce rta in Funds " unde r the  ca ption e ntitle d "Es ta blis hm e nt of Funds  a nd Applica tion
The re of

Whenever the a mount in the Debt Res erve Account, together with the a mount in the Debt Service Account, is
s ufficient to fully pa y a ll Outs ta nding Bonds  in a ccorda nce  with the ir te rm s  (including principa l or a pplica ble
s inking fund Redemption P rice  a nd interes t thereon), the  funds  on depos it in the  Debt Res erve  Account s ha ll be
trans ferred to the Debt Service Account

The Dis trict may cause to be delivered to the Trus tee for depos it into the Debt Service Account, and the Trus tee
s ha ll upon its  receipt s o depos it, a  Debt Res erve Account Credit Fa cility for the benefit of the Bondholders , which
Debt Reserve Account Credit Facility sha ll be payable or ava ilable to be drawn upon, a s  the case may be (upon the
giving of notice  a s  required thereunder), on a ny da te  on which a  deficiency in the Debt Service Fund exis ts  which
cannot be cured by moneys  in any other fund or account held hereunder and ava ilable for such purpose, provided
however, (i) if a  dis burs ement is  ma de  under the  Debt Res erve  Account Credit Fa cility, the  Dis trict s ha ll e ither
re ins ta te  the  ma ximum limits  of s uch Debt Res erve  Account Credit Fa cility within twelve  (12) months  following
such disbursement equa l to the Debt Reserve Requirement or depos it into the Debt Reserve Account moneys  in the
a mount of the  dis burs ement ma de  under s uch Debt Res erve  Account Credit Fa cility, or a  combina tion of s uch
a lterna tives  a s  sha ll equa l the Debt Reserve Requirement, (ii) if any such Debt Reserve Account Credit Facility for
depos it in the Debt Service Reserve Fund is  obta ined and if s ix (6) months  prior to the expira tion thereof, the Debt
Res erve  Account is  le s s  tha n the  Debt Res erve  Requirement, the  Dis trict s ha ll ca us e  the  re ins ta tement of the
ma ximum limits  of s uch exis ting Debt Res erve  Account Credit Fa cility, or s ha ll obta in a  s ubs titute  to the  extent
neces s a ry to hind the  Debt Res erve Account a t the  Debt Res erve Requirement, a nd (v) if a  na tiona lly recognized
ra ting agency sha ll downgrade the ra ting of the Bonds , if any, a s  a  result of such depos it of any such Debt Reserve
Account Credit Facility or the ra ting of the provider thereof drops  below the highes t ra ting ca tegory for a  na tiona lly
recognized ra ting a gency, then the  Dis trict s ha ll deliver to the  Trus tee  for depos it in the  Debt Res erve Account a
replacement of s uch Debt Res erve Account Credit Facility, in like amount and form acceptable to the Trus tee and
such tha t the na tiona lly recognized ra ting agency will not reduce or withdraw their ra tings , if any, on the Bonds , or
depos it moneys  in an amount sufficient to fund the Debt Reserve Account in an amount equa l to the Debt Reserve
Requirement within twelve (12) months  following such downgrade

Ra te  S ta biliza tion Fund. There may be deposited in the Rate Stabiliza tion Fund any amounts  deemed necessary
by the  Dis trict to be  us ed for a ny la wful purpos e  of the  Dis trict, including but not limited to ma king a ny depos its
required by the Res olution to a ny Fund, a s  determined by the Dis trict, provided, however, tha t no s uch depos it to
any such Fund sha ll be required, provided further, however, tha t if a t any time the amounts  in the Opera ting Fund or
Debt S ervice  Fund s ha ll be  les s  tha n the  current requirements  thereof, the  Dis trict s ha ll withdra w from the  Ra te
Stabiliza tion Fund and depos it in such other Funds  the amount necessary (or a ll the moneys  in the Rate Stabiliza tion
Fund, if les s  tha n the  a mounts  neces s a ry, a pplying a va ila ble  a mounts  in the  order of priority a nd otherwis e  a s
specified under the subheading entitled "Payments  Into Certa in Funds" under the caption entitled "Es tablishment of
Funds  a nd Applica tion Thereof") to ma ke up s uch deficiency. Amounts  on depos it in the  Ra te  S ta biliza tion Fund
may be inves ted by the Dis trict to the fulles t extent practicable in Inves tment Securities . The Dis trict may s ell any
s uch Inves tment Securities  a t a ny time, a nd the proceeds  of s uch s a le , a nd of a ll pa yments  a t ma turity a nd upon
redemption of s uch inves tments , s ha ll be  he ld in the  Ra te  S ta biliza tion Fund. Inte res t rece ived on moneys  or



s ecurities  in the  Ra te  S ta biliza tion Fund s ha ll be  depos ited in the  Ra te  S ta biliza tion Fund. Amounts  in the  Ra te
Stabiliza tion Fund which the Dis trict may determine to be in excess  of the amount required to be mainta ined therein
sha ll be trans ferred to the Revenue Fund. Amounts  on depos it in the Ra te S tabiliza tion Fund a re not subject to the
lien or pledge crea ted by the Resolution

Redemption Fund . There sha ll be depos ited in the Redemption Fund amounts  required to be depos ited therein
purs ua nt to the  s ubhea ding entitled "Crea tion of Liens : S a le  a nd Lea s e  of P roperties " under the  ca ption entitled

Certa in Other Covenants " and the caption entitled "Recons truction, Applica tion of Insurance Proceeds". Amounts
in the Redemption Fund sha ll be used by the Dis trict for the purchase or redemption of any Bonds , and expenses  in
connection with the purchase or redemption of any Bonds

(Resolution, Sections  5.02-5.08, 5.10)

Opera tion and Maintenance of Electric Sys tem

The Dis trict sha ll a t a ll times  opera te or cause to be opera ted the Electric Sys tem properly and in an efficient and
economica l ma nner, cons is tent with good bus ines s  a nd utility opera ting pra ctices , a nd s ha ll ma inta in, pres erve
recons truct and keep the same or cause the same to be so mainta ined, preserved, recons tructed and kept, with the
appurtenances  and every part and parcel thereof, in good repa ir, working order and condition, and sha ll from time to
time make, or cause to be made, a ll necessary and proper repairs , replacements  and renewals  so that a t a ll times  the
opera tion of the Electric Sys tem may be properly and advantageous ly conducted, provided, however, tha t nothing
conta ined here in s ha ll prevent the  Dis trict from exercis ing its  Powers  under the  s ubhea ding entitled "Crea tion of
Liens : S a le  a nd Lea s e  of P rope rtie s " unde r the  ca ption entitled "Certa in Othe r Covena nts ", provided furthe r
however, tha t any sa le-leaseback or lease-leaseback of any pa rt of the Electric Sys tem or other s imila r contractua l
a rrangements , the effect of which is  tha t the Dis trict continues  to reta in the Revenues  therefrom, sha ll not cons titute
a  lea s e  or dis pos ition of s uch pa rt of the  Electric S ys tem for purpos es  des cribed under the  s ubhea ding entitled
Crea tion of Liens : S a le  a nd Lea s e  of P roperties " under the  ca ption entitled "Certa in Other Covena nts " a nd a ny

proceeds therefrom shall be treated as  Revenues

(Resolution, Section 7.10)

Recons truction, Applica tion of Insurance Proceeds

If any useful portion of the Electric Sys tem sha ll be damaged or des troyed, the Dis trict sha ll, a s  expeditious ly as
pos s ible , continuous ly a nd diligently pros ecute  the  recons truction or repla cem ent the reof, unle s s  the  Dis trict
determines  tha t such recons truction and replacement is  not in the interes t of the Dis trict and the Bondholders . The
proceeds  of any insurance sha ll be pa id on account of such damage or des truction, other than bus iness  interruption
los s  ins ura nce , s ha ll be  he ld by the  Dis trict in the  Cons truction Fund a nd ma de  a va ila ble  for, a nd to the  extent
neces s a ry be applied to, the cos t of s uch recons truction or replacement, or s ha ll be applied to the cons truction or
a cquis ition of a ny properties  or a s s e ts  of the  Electric Sys tem. Pending s uch a pplica tion, s uch proceeds  ma y be
inves ted by the Dis trict in Inves tment Securities  which ma ture  not la ter tha n s uch times  a s  s ha ll be  neces s a ry to
provide moneys  when needed to pay such cos t of recons truction or replacement or acquis ition. Interes t ea rned on
such inves tments  shall be deposited in the Construction Fund. The proceeds  of any such insurance not applied by the
Dis trict to cons tructing or replacing damaged or des troyed property or in acquiring property or as sets  of the Electric
Sys tem shall be pa id to the Trus tee for depos it in the Redemption Fund

The proceeds  of bus iness  interruption loss  insurance, if any, shall be pa id into the Revenue Fund

(Resolution, Section 7.13)

Trans fe r from  Gene ra l Fund

In the  event there  is  a  deficiency in the  Debt S ervice  Account a nd if s uch a  deficiency is  not pa id from other
sources , the Dis trict sha ll trans fer money in the Genera l Fund to the Debt Service Account an amount sufficient to
make up such deficiency

(Resolution, Section 7. 17)



Electric System Rate Covenant

The Dis trict sha ll cha rge and collect ra tes , fees  and other cha rges  for the s a le of electric power and energy and
other services , facilities  and commodities  of the Electric Sys tem as  sha ll be required to provide revenues  and income
(including inves tment income) a t leas t sufficient in each Fisca l Year for the payment of the sum of

(a ) Opera ting Expens es  during s uch Fis ca l Yea r, including res e rves , if a ny, the re for provided for in the
Annua l Budget for such yea r

(b) An amount equa l to the Aggrega te Debt Service for such Fisca l Year

(c) The amount, if any, to be pa id during such Fisca l Year into the Debt Reserve Account in the Debt Service
Fund: and

(d) All other charges  or liens  whatsoever payable out of revenues  and income during such Fisca l Year and, to
the extent not otherwise provided for, a ll amounts  payable on Subordina ted Indebtedness

If, in a ny Fis ca l Yea r, the  revenues  a nd income collected s ha ll not ha ve  been s ufficient to provide  a ll of the
payments  and meet a ll other requirements  as  specified in the preceding paragraphs  in this  caption, the Dis trict sha ll
as  promptly as  permitted by law es tablish and place in effect a  schedule of ra tes , fees  and charges  which will cause
s ufficient revenues  a nd income to be  collected. For purpos es  of this  ca ption, a t a ny time, revenues  a nd income
collected s ha ll include any amounts  withdrawn or expected to be withdrawn therea fter in any Fis ca l Yea r from the
Rate Stabiliza tion Fund which were on depos it therein prior to such Fisca l Year

The fa ilure in any Fisca l Year to comply with the Electric Sys tem Rate Covenant sha ll not cons titute an Event of
Defa ult unde r the  Res olution, if the  Dis trict s ha ll com ply with the  requirem ents  of the  im m edia te ly preceding
paragraph

(Resolution, Section 7.11)

Certain Other Covenants

No Fre e  S e rvice : The Dis trict will not furnis h or s upply power or energy free  of cha rge to a ny pers on, firm or
corpora tion, public or priva te, and the Dis trict sha ll promptly enforce the payment of any and a ll accounts  owing to
the Dis trict by reason of the ownership and opera tion of the Electric Sys tem, to the extent dicta ted by sound bus iness
practice

(Resolution, Section 7.11-3)

Power to Opera te  Electric Sys tem and Collect Ra tes  and Fees : The Dis trict has  good right and lawful power to
cons truct, recons truct, improve, ma inta in, opera te and repa ir the Electric Sys tem, and to fix and collect ra tes , fees
rents  and other charges  in connection therewith

(Resolution, Section 7.06)

Crea tion  of Liens : Sa le  and  Leas e  of Prope rtie s : The  Dis trict s ha ll not herea fte r is s ue  a ny bonds  or other
evidences  of indebtedness  payable out of or secured by a  pledge of any revenues  or income of the Electric Sys tem
except as  in this  Resolution provided

The Dis trict sha ll not is sue any bonds  or other evidences  of indebtedness  other than the Bonds , payable out of or
secured by a  pledge of any revenues  or income of the Electric Sys tem or of the moneys , s ecurities  or funds  held or
set a s ide by the Dis trict or by the Fiducia ries  under the Resolution and sha ll not crea te or cause to be crea ted any
lien or cha rge  on a ny revenues  or income of the  Electric Sys tem, or s uch moneys , s ecurities  or funds , provided
however, tha t nothing conta ined in the Resolution sha ll prevent the Dis trict from is suing Subordina ted Indebtedness
a s  provided in the caption entitled "Subordina ted Indebtednes s ", and provided further tha t the Dis trict may, for its
authorized purposes , make or as sume loans  with the United Sta tes  of America , which loans  may be secured by lien
on revenues  and income of the Electric Sys tem prior to the lien of the Bonds  issued hereunder

The Dis trict may sell or exchange a t any time and from time to time any property cons tituting part of the Electric
Sys tem and may lease or make contracts  or grant licenses  for the opera tion of, or grant easements  or other rights



with respect to, any pa rt of the Electric Sys tem if (i) in the sole judgment of the Dis trict it is  advisable to take such
a ction, (ii) s uch a ction s ha ll not impa ir the  a bility of the  Dis trict to ma ke  Debt S ervice  pa yments , a nd (iii) s uch
action does  not ma teria lly impede or unduly res trict the opera tion by the Dis trict of the Electric Sys tem. Except a s
provided under the caption entitled "Opera tion and Maintenance of Electric Sys tem", any proceeds  of any such sa le
exchange, lea se, contract or license sha ll a t the dis cretion of the Dis trict be depos ited in the Redemption Fund for
applica tion to the purchase or redemption of Bonds  or be applied for any lawful purpose

(Resolution, Section 7.07)

Ins urance : The Dis trict sha ll provide protection for the Electric Sys tem in accordance with sound electric utility
pra ctice  which ma y cons is t of ins ura nce , s e lf ins ura nce  a nd indemnities . Any ins ura nce  s ha ll be  in the  form of
policies  or contracts  for insurance with insurers  of good s tanding, sha ll be payable to the Dis trict a s  its  interes t may
a ppea r, a nd ma y provide  for s uch deductibles , exclus ions , limita tions , res trictions  a nd res trictive  endors ements
cus toma ry in policies  for s imila r covera ge  is s ued to entities  opera ting properties  s imila r to the  properties  of the
Electric Sys tem. Any self insurance sha ll be in the amounts , manner and of the types  provided by entities  opera ting
properties  s imila r to the properties  of the Electric Sys tem

(Resolution, Section 7 . 12)

Accounts and Reports ' The Dis trict sha ll keep, in accordance with Accounting Practice, proper books  of record
a nd a ccount of its  tra ns a ctions  re la ting to the  Electric S ys tem a nd the  Funds  a nd Accounts  es ta blis hed by the
Res olution, toge ther with a ll contra cts  for the  s a le  of power a nd energy a nd a ll othe r books  a nd pa pers  of the
Dis trict, including insurance policies , rela ting to the Electric Sys tem and such Funds  and accounts

The Trus tee sha ll advise the Dis trict promptly a fter the end of each month of its  transactions  during such month
rela ting to the funds  and accounts  held by it under the Resolution

The  Dis tric t s ha ll a nnua lly, within 180 da ys  a fte r the  clos e  of e a ch fis ca l ye a r, file  with the  Trus te e , a nd
othe rwis e  a s  provide d by la w, a  copy of the  a nnua l re port of the  Dis tric t for s uch ye a r, a ccom pa nie d by a n
Accountant's  Report. In addition, the Dis trict will file  with the Trus tee a  s ta tement, or s ta tements , accompanied by
an Accountant's  Report of each fund and account es tablished under the Resolution, summarizing the receipts  therein
a nd dis burs em ents  the re from  during s uch yea r a nd the  a m ounts  he ld the re in a t the  end of e a ch yea r. S uch
Accountant's  Report on the s ta tement summarizing the transactions  in the funds  es tablished under the Resolution
s ha ll s ta te  whe the r or not, to the  knowledge  of the  s igne r, the  Dis trict is  in de fa ult with re s pect to a ny of the
covenants , agreements  or conditions  as  set forth under the subheading entitled "Events  of Default" under the caption
entitled "Events  of Defa ult a nd Remedies ", ins ofa r a s  they perta in to a ccounting ma tters  a nd, if s o, the  na ture  of
such default

The reports , s ta tements  and other documents  required to be furnished to the Trus tee pursuant to this  caption shall
be ava ilable for the inspection of the Revenue Bondholders  a t the office of the Trus tee and sha ll be ma iled to each
Revenue Bondholder who sha ll file a  written reques t therefore with the Dis trict

(Resolution, Section 7. 14)

Defeas ance

If the  Dis trict s ha ll pa y or ca us e  to be  pa id or there  s ha ll otherwis e  be  pa id, to the  Holders  of a ny Bonds  the
principa l or Redemption P rice , if a pplica ble , a nd interes t due  or to become due  thereon, a t the  times  a nd in the
manner s tipula ted therein and in the Resolution, then the pledge of any Revenues , and other moneys  and securities
pledged under the Resolution and a ll covenants , agreements  and other obliga tions  of the Dis trict to the Bondholders
sha ll thereupon cease, termina te and become void and be discharged and sa tis fied. In such event, the Trus tee sha ll
cause an accounting for such period or periods  as  sha ll be reques ted by the Dis trict to be prepared and filed with the
Dis trict and, upon the reques t of the Dis trict, sha ll execute and deliver to the Dis trict a ll such ins truments  as  may be
des irable to evidence such discharge and sa tis faction, and the Fiducia ries  sha ll pay over or deliver to the Dis trict a ll
moneys  or securities  held by them pursuant to the Resolution which a re not required for the payment of principa l or
Redemption P rice , if a pplica ble , on Bonds  or pa yment of interes t. If the  Dis trict s ha ll pa y or ca us e  to be  pa id, or
the re  s ha ll othe rwis e  be  pa id, to the  Holde rs  of a ll Outs ta nding Bonds  of a  pa rticula r S e rie s  the  principa l or



Redemption Price, if applicable, and interes t due or to become due thereon, a t the times  and in the manner s tipula ted
the re in a nd in the  Res olution, s uch Bonds  s ha ll cea s e  to be  entitled to a ny lien, bene fit or s ecurity unde r the
Res olution, a nd a ll covena nts , a greem ents  a nd obliga tions  of the  Dis trict to the  Holde rs  of s uch Bonds  s ha ll
thereupon cease, terminate and become void and be discharged and satisfied

Bonds  or the  principa l or inte res t ins ta llments  or Redemption P rice  for the  pa yment or redemption of which
moneys  sha ll have been set a s ide and sha ll be held in trus t by the Paying Agents  (through depos it by the Dis trict of
funds  for such payment or redemption or otherwise) a t the ma turity or redemption da te thereof sha ll be deemed to
ha ve  been pa id within the  mea ning a nd with the  e ffect expres s ed in the  preceding pa ra gra ph. Any Outs ta nding
Bonds  of any Series  sha ll prior to the ma turity or redemption da te thereof be deemed to have been pa id within the
meaning and with the effect expressed in the preceding paragraph if (a) in case any of sa id Bonds  are to be redeemed
on any da te prior to their ma turity, the Dis trict s ha ll have given to the Trus tee in form s a tis factory to it irrevocable
ins tructions  to publish a s  provided in Article IV of the Resolution notice of redemption of such Bonds  on s a id da te
(b) the re  s ha ll ha ve  been depos ited with the  Trus tee  e ithe r moneys  in a n a mount which s ha ll be  s ufficient, or
Defeasance Securities  the principa l of and the interes t on which when due will provide moneys  which, together with
the moneys , if any, depos ited with the Trus tee a t the same time, sha ll be sufficient, to pay when due the principa l or
Redemption Price, if applicable, and interes t due and to become due on sa id Bonds  on and prior to the redemption
da te or ma turity da te thereof, a s  the case may be, and (c) in the event s a id Bonds  a re not by their terms  subject to
redemption within the  next s ucceeding 60 da ys , the  Dis trict s ha ll ha ve given the  Trus tee  in form s a tis fa ctory to it
irrevocable ins tructions  to publish, a s  soon as  practicable, a t leas t twice, a t an interva l of not les s  than seven days
between publica tions , in the Authorized Newspapers  a  notice to the owners  of such Bonds  tha t the depos it required
by (b) above has  been made with the Trus tee and tha t sa id Bonds  a re deemed to have been pa id in accordance with
this  caption and s ta ting such ma turity or redemption da te upon which moneys  a re ava ilable for the payment of the
principa l or Redemption P rice, if a pplica ble , on s a id Bonds . Neither Defea s a nce Securities  nor moneys  depos ited
with the Trus tee pursuant to this  caption nor principa l or interes t payments  on any such Defeasance Securities  sha ll
be  withdra wn or us ed for a ny purpos e  other tha n, a nd s ha ll be  he ld in trus t for, the  pa yment of the  principa l or
Redemption Price, if applicable, and interes t on sa id Bonds , provided tha t any cash received from such principa l or
interes t payments  on such Defeasance Securities  depos ited with the Trus tee, if not then needed for such purpose
shall, to the extent practicable, be reinves ted in Defeasance Securities  maturing a t times  and in amounts  sufficient to
pa y when due the principa l or Redemption P rice , if a pplica ble , a nd interes t to become due on s a id Bonds  on a nd
prior to  s uch re de m ption da te  or m a turity da te  the re of,  a s  the  ca s e  m a y be , a nd inte re s t e a rne d Hom  s uch
reinves tments  sha ll be pa id over to the Dis trict, as  received by the Trus tee, free and clear of any trus t, lien or pledge

Anything in the  Res olution to the  contra ry notwiths ta nding, a ny moneys  he ld by a  Fiducia ry in trus t for the
payment and discha rge of any of the Bonds  which remain uncla imed for five yea rs  a fter the da te when such Bonds
have become due and payable, either a t their s ta ted maturity da tes  or by ca ll for ea rlier redemption, if such moneys
were held by the Fiducia ry a t such da te, or for live yea rs  a fter the da te of depos it of such moneys  if depos ited with
the  Fiducia ry a fter the  s a id da te  when s uch Bonds  beca me due  a nd pa ya ble , s ha ll, a t the  written reques t of the
Dis trict, be  repa id by the  Fiducia ry to the  Dis trict, a s  its  a bs olute  property a nd free  from trus t, a nd the  Fiducia ry
sha ll thereupon be released and discha rged with respect thereto and the Bondholders  sha ll look only to the Dis trict
for the  pa yment of s uch Bonds , provided, however, tha t before  being required to ma ke a ny s uch pa yment to the
Dis trict, the Fiducia ry sha ll, a t the expense of the Dis trict, cause to be published a t leas t twice, a t an interva l of not
le s s  tha n s even da ys  be tween publica tions , in the  Authorized News pa pers , a  notice  tha t s a id m oneys  rem a in
uncla imed and tha t, a fter a  da te named in sa id notice, which da te sha ll be not less  than 30 days  a fter the da te of the
firs t publica tion of such notice, the ba lance of such moneys  then uncla imed will be returned to the Dis trict

(Res olution, Section 1201)

Events of Default and Remedies

Eve nts  of De fa ult: If one  or more  of the  following events  (in the  Res olution ca lled "Events  of Defa ult") s ha ll
happen, that is  to say

(i) if defa ult s ha ll be  ma de  in the  due  a nd punctua l pa yment of the  principa l or Redemption P rice  of a ny
Bond when a nd a s  the  s a me s ha ll become due a nd pa ya ble , whether a t ma turity or by ca ll for redemption, or
otherwise



(ii) if default sha ll be made in the due and punctua l payment of any ins ta llment of interes t on any Bond or the
uns a tis fied ba la nce  of a ny S inking Fund Ins ta llm ent the re for (except when s uch Ins ta llm ent is  due  on the
maturity da te of such Bond), when and as  such interes t ins ta llment or Sinking Fund Ins ta llment sha ll become due
and payable, and such default shall continue for a  period of 30 days

(iii) if default sha ll be made by the Dis trict in the performance or observance of the covenants , agreements
and conditions  on its  part as  provided under the caption entitled "Electric Sys tem Rate Covenant

(iv) if default sha ll be made by the Dis trict in the performance or observance of any other of the covenants
agreements  or conditions  on its  part in the Resolution or in the Bonds  conta ined, and such default sha ll continue
for a  period of 60 da ys  a fte r written notice  thereof to the  Dis trict by the  Trus tee  or to the  Dis trict a nd to the
Trus tee by the Holders  of not less  than a  Maj ra rity in principa l amount of the Bonds  Outs tanding, provided tha t if
such default sha ll be such tha t it cannot be corrected within such s ixty day period, it sha ll not cons titute an Event
of Default if corrective action is  ins tituted within such period and diligently pursued until the fa ilure is  corrected

(v) if (1) a  decree  or order for re lie f is  entered by a  court ha ving juris diction of the  Dis trict a djudging the
Dis trict a  ba nkrupt or ins olvent or a pproving a s  properly filed a  petition s eeking reorga niza tion, a rra ngement
adjus tment or compos ition in respect of the Dis trict in any involunta ry case under the Federa l bankruptcy laws
or under a ny other a pplica ble  la w or s ta tute  of the  United S ta tes  of America  or of the  S ta te  of Arizona , (2) a
rece iver, liquida tor, a s s ignee , cus todia n, trus tee , s eques te r or other s imila r officia l of the  Dis trict or of a ny
s ubs ta ntia l portion of its  property is  a ppointed, or (3) the winding up or liquida tion of its  a ffa irs  is  ordered a nd
the continuance of any such decree or order uns ta ted and in effect for a  period of s ixty (60) consecutive days

then, and in each and every such ease, so long a s  such Event of Default sha ll not have been remedied, unles s  the
principa l of a ll the Bonds  sha ll have a lready become due and payable, either the Trus tee (by notice in writing to the
Dis trict), or the Holders  of not les s  than 25% in principa l amount of the Bonds  Outs tanding (by notice in writing to
the Dis trict and the Trus tee), may decla re the principa l of a ll the Bonds  then Outs tanding and the interes t accrued
the reon, to be  due  a nd pa ya ble  im m edia te ly, a nd upon a ny s uch decla ra tion the  s a m e  s ha ll becom e  a nd be
im m e dia te ly due  a nd pa ya ble ,  a nything in  the  Re s olution or in  a ny of the  Bonds  conta ine d to  the  contra ry
notwiths tanding. The right of the Trus tee or of the Holders  of not les s  than 25% in principa l amount of the Bonds  to
m a ke  a ny s uch de cla ra tion a s  a fore s a id, howe ve r, is  s ubje ct to  the  condition tha t if,  a t a ny tim e  a fte r s uch
decla ra tion, but before the Bonds  s ha ll have ma tured by their terms , a ll overdue ins ta llments  of interes t upon the
Bonds , toge the r with inte res t on s uch overdue  ins ta llm ents  of inte res t to the  extent pe rm itted by la w, a nd the
rea s ona ble  a nd proper cha rges , expens es  a nd lia bilities  of the  Trus tee , a nd a ll other s ums  then pa ya ble  by the
Dis trict under the Resolution (except the principa l of, and interes t accrued s ince the next preceding interes t da te on
the  Bonds  due  a nd pa ya ble  s ole ly by virMe of s uch decla ra tion) s ha ll e ither be  pa id by or for the  a ccount of the
Dis trict or provis ion sa tis factory to the Trus tee sha ll be made for such payment, and a ll defaults  under the Bonds  or
under the  Res olution (other tha n the  pa yment of principa l a nd interes t due a nd pa ya ble  s ole ly by rea s on of s uch
decla ra tion) sha ll be made good or be secured to the sa tis faction of the Trus tee or provis ion deemed by the Trus tee
to be adequa te sha ll be made therefor, then and in every such case the Holders  of a  majority in principa l amount of
the Bonds  Outs tanding, by written notice to the Dis trict and to the Trus tee, may rescind such decla ra tion and annul
s uch defa ult in its  entire ty, or, if the  Trus tee  s ha ll ha ve  a cted its e lf, a nd if there  s ha ll not ha ve  been there tofore
delivered to the  Trus tee  written direction to the  contra ry by the  Holders  of a  ma jority in principa l a mount of the
Bonds  then Outs tanding, then any such decla ra tion sha ll ipso facto be deemed to be rescinded and any such default
and its  consequences  shall ipso facto be deemed to be annulled, but no such resciss ion and annulment shall extend to
or a ffect any subsequent default or impair or exhaus t any right or power consequent thereon

Accounting a nd Exa mina tion of Re cords  Afte r De fa ult : The Dis trict covenants  tha t if an Event of Default sha ll
ha ve  ha ppened a nd s ha ll not ha ve  been remedied, the  books  of record a nd a ccount of the  Dis trict a nd a ll other
records  rela ting to the Electric Sys tem sha ll a t a ll times  be subject to the inspection and use of the Trus tee and of its
a gents  a nd a ttorneys , including the  engineer or firm of engineers  a ppointed purs ua nt to the  s ubhea ding entitled

Applica tion of Revenues  and other Moneys  After Default" under this  caption

The Dis trict covenants  tha t if an Event of Default s ha ll happen and s ha ll not have been remedied, the Dis trict
upon dema nd of the Trus tee, will a ccount, a s  if it were the trus tee of a n expres s  trus t, for a ll Revenues  a nd other
moneys , securities  and funds  pledged or held under the Resolution for such period as  shall be s ta ted in such demand



Applica tion of Revenues  and othe r Mone ys  Afte r De fa ult : The Dis trict covena nts  tha t if a n Event of Defa ult
s ha ll ha ppen a nd s ha ll not ha ve  been remedied, the  Dis trict, upon dema nd of the  Trus tee , s ha ll pa y over to the
Trus tee  (i) forthwith, a ll moneys , s ecurities  a nd funds  then held by the  Dis trict in a ny Fund or Account under the
Resolution, and (ii) a ll Revenues  as  promptly as  practicable a fter receipt thereof.

During the  continua nce  of a n Event of Defa ult, the  Trus tee  s ha ll a pply s uch moneys , s ecuritie s , funds  a nd
Revenues  and the income therefrom as  follows  and in the following order

(i) to the  pa ym ent of the  a m ounts  required for rea s ona ble  a nd neces s a ry Opera ting Expens es , a nd for
reasonable renewals , repa irs  and replacements  of the Electric Sys tem necessary to prevent loss  of Revenues , as
certified to the Trus tee by an independent engineer or firm of engineers  of recognized s tanding (who may be an
enginee r or firm  of enginee rs  re ta ined by the  Dis trict for othe r purpos es ) s e lected by the  Trus tee . For this
purpos e  the  books  of record a nd a ccounts  of the  Dis trict re la ting to the  Electric S ys tem s ha ll a t a ll times  be
subject to the inspection of such engineer or firm of engineers  during the continuance of such Event of Default

(ii) to the payment of the reasonable and proper cha rges , expenses  and liabilities  of the Trus tee and of any
engineer or firm of engineers  s elected by the Trus tee pursuant to Article Vlll of the Resolution

(iii) to the payment of the interes t and principa l or Redemption Price then due on the Bonds , s ubject to the
provis ions  of Section 7.02 of the Resolution, a s  follows

(a) unless  the principal of a ll of the Bonds  shall have become or have been declared due and payable

F irs t: To the payment to the pers ons  entitled thereto of a ll ins ta llments  of interes t then due in the order of
the  m a turity of s uch ins ta llm e nts ,  a nd, if the  a m ount a va ila ble  s ha ll not be  s uffic ie nt to  pa y in  full a ny
ins ta llment or ins ta llments  ma turing on the  s a me da te , then to the  pa yment thereof ra ta bly, a ccording to the
amounts  due thereon, to the persons  entitled thereto, without any discrimination or preference, and

Se cond: To the payment to the persons  entitled thereto of the unpa id principa l or Redemption Price of any
Bonds  which s ha ll ha ve  become due , whether a t ma turity or by ca ll for redemption, in the  order of the ir due
da tes , and if the amount ava ilable sha ll not be sufficient to pay in full a ll the Bonds  due on any da te, then to the
pa yment thereof ra ta bly, a ccording to the  a mounts  of principa l or Redemption P rice  due on s uch da te , to the
persons  entitled thereto, without any discrimina tion or preference

(c) if the  principa l of a ll of the  Bonds  s ha ll ha ve  become or ha ve  been decla red due  a nd pa ya ble , to the
pa yment of the  principa l a nd inte res t then due  a nd unpa id upon the  Bonds  without pre fe rence  or priority of
principa l over interes t or of interes t over principa l, or of any ins ta llment of interes t over any other ins ta llment of
interes t, or of any Bonds  over any other Bond, ra tably, a ccording to the amounts  due res pectively for principa l
and interes t, to the persons  entitled thereto without any discrimina tion or preference

If and whenever a ll overdue ins ta llments  of interes t on a ll Bonds , together with the reasonable and proper cha rges
expenses  and liabilities  of the Trus tee, and a ll other sums  payable by the Dis trict under the Resolution, including the
principa l a nd Redem ption P rice  of a nd a ccrued unpa id inte re s t on a ll Bonds  which s ha ll then be  pa ya ble  by
decla ra tion or otherwis e , s ha ll e ither be  pa id by or for the  a ccount of the  Dis trict, or provis ion s a tis fa ctory to the
Trus tee sha ll be made for such payment, and a ll defaults  under the Resolution or the Bonds  sha ll be made good or
secured to the sa tis faction of the Trus tee or provis ion deemed by the Trus tee to be adequate sha ll be made therefor
the Trus tee sha ll pay over to the Dis trict a ll moneys , s ecurities , funds  and Revenues  then remaining unexpended in
the ha nds  of the Trus tee (except moneys , s ecurities , funds  or Revenues  depos ited or pledged, or required by the
terms  of the Res olution to be depos ited or pledged, with the Trus tee), a nd thereupon the Dis trict a nd the Trus tee
s ha ll be  res tored, res pectively, to the ir former pos itions  a nd rights  under the  Res olution, a nd a ll Revenues  s ha ll
therea fter be applied as  provided in Article V of the Resolution. No such payment over to the Dis trict by the Trus tee
or resumption of the applica tion of Revenues  as  provided in Article V of the Resolution sha ll extend to or a ffect any
subsequent default under the Resolution or impair any right consequent thereon

P roce e dings  Brought by Trus te e : If an Event of Default s ha ll happen and s ha ll not have been remedied, then
a nd in every s uch ca s e , the  Trus tee , by its  a gents  a nd a ttorneys , ma y proceed, a nd upon written reques t of the



Holders  of not les s  tha n [a  ma jority] in principa l a mount of the  Bonds  Outs ta nding s ha ll proceed, to protect a nd
enforce its  right and the rights  of the Holders  of the Bonds  under the Resolution forthwith by a  suit or suits  in equity
or a t law, whether for the s pecific performance of any covenant herein conta ined, or in a id of the execution of any
power herein granted, or for an accounting aga ins t the Dis trict a s  if the Dis trict were the trus tee of an expres s  trus t
or in the enforcement of any other lega l or equitable right as  the Trus tee, being advised by counsel, sha ll deem mos t
effectua l to enforce any of its  rights  or to perform any of its  duties  under the Resolution

All rights  of a ction under the  Res olution ma y be enforced by the Trus tee  without the  pos s es s ion of a ny of the
Bonds  or the production thereof on the tria l or other proceedings , and any such suit or proceedings  ins tituted by the
Trus tee shall be brought in its  name

The Holders  of not les s  than a  ma jority in principa l amount of the Bonds  a t the time Outs tanding may direct the
time, method a nd pla ce of conducting a ny proceeding for a ny remedy a va ila ble  to the  Trus tee , or exercis ing a ny
trus t or power conferred upon the  Trus tee , provided tha t the  Trus tee  s ha ll ha ve the  right to decline  to follow a ny
such direction if the Trus tee sha ll be advised by counsel tha t the action or proceeding so directed may not lawfully
be taken, or if the Trus tee in good fa ith sha ll determine tha t the action or proceeding so directed would involve the
Trus tee in persona l liability or be unjus tly prejudicia l to the Bondholders  not pa rties  to such direction

Upon commencing a  s uit in equity or upon othe r commencement of judicia l proceedings  by the  Trus tee  to
enforce  a ny right under the  Res olution, the  Trus tee  s ha ll be  entitled to exercis e  a ny a nd a ll rights  a nd P owers
conferred in the Resolution and provided to be exercised by the Trus tee upon the occurrence of an Event of Default

Rega rdles s  of the  ha ppening of a n Event of Defa ult, the  Trus tee  s ha ll ha ve power to, but unles s  reques ted in
writing by the  Holde rs  of a  m a jority in  principa l a m ount of the  Bonds  the n Outs ta nding, a nd furnis he d with
reasonable security and indemnity, sha ll be under no obliga tion to, ins titute and mainta in such suits  and proceedings
as  it may be advised sha ll be necessary or expedient to prevent any impairment of the security under the Resolution
by any acts  which may be unlawful or in viola tion of the Resolution, and such suits  and proceedings  as  the Trus tee
may be advised shall be necessary or expedient to preserve or protect its  interes t and the interes t of the Bondholders

Res tric tion on Bondholde rs  Action: No Holder of any Bond sha ll have any right to ins titute any suit, a ction or
proceeding a t la w or in equity for the enforcement of a ny provis ion of the Res olution or the execution of a ny trus t
under the Resolution or for any remedy under the Resolution, unles s  such Holder sha ll have previous ly given to the
Trus tee written notice of the happening of an Event of Default, a s  provided in Article VIII of the Resolution, and the
Holders  of [not les s  tha n a  ma jority] in principa l a mount of the  Bonds  then Outs ta nding s ha ll ha ve tiled a  written
reques t with the Trus tee, and sha ll have offered it rea sonable opportunity, either to exercis e the Powers  granted in
the Resolution or by the Act or by the laws  of Arizona  or to ins titute such action, suit or proceeding in its  own name
a nd unles s  s uch Holders  s ha ll ha ve  offe red to the  Trus tee  a dequa te  s ecurity a nd indemnity a ga ins t the  cos ts
expens es  a nd lia bilities  to be incurred therein or thereby, a nd the Trus tee s ha ll ha ve refus ed to comply with s uch
reques t for a  period of 60 days  a fter receipt by it of such notice, reques t and offer of indemnity, it being unders tood
a nd intended tha t no one  or more  Holders  of Bonds  s ha ll ha ve  a ny right in a ny ma nner wha tever by his  or the ir
a ction to a ffe ct, dis turb or pre judice  the  ple dge  cre a te d by the  Re s olution, or to e nforce  a ny right unde r the
Res olution, except in the  ma nner the re in provided, a nd tha t a ll proceedings  a t la w or in equity to enforce  a ny
provis ion of the Resolution sha ll be ins tituted, had and mainta ined in the manner provided in the Resolution and for
the  equa l benefit of a ll Holders  of the  Outs ta nding Bonds , s ubject only to the  provis ions  of S ection 7.02 of the
Res olution

Nothing in the Resolution or in the Bonds  conta ined sha ll a ffect or impa ir the obliga tion of the Dis trict, which is
absolute and unconditiona l, to pay a t the respective da tes  of ma turity and places  therein expres sed the principa l of
a nd interes t on the  Bonds  to the  res pective  Holders  thereof, or a ffect or impa ir the  right of a ction, which is  a ls o
absolute and unconditiona l, of any Holder to enforce such payment of his  Bond

Remedies  Not Exclus ive : No remedy by the terms  of the Resolution conferred upon or reserved to the Trus tee
or the  Bondholders  is  intended to be  exclus ive  of a ny other remedy, but ea ch a nd every s uch remedy s ha ll be
cumula tive and sha ll be in addition to every other remedy given under the Resolution or exis ting a t law or equity or
by s ta tute on or a fter the da te of adoption of this  Resolution



Effe ct of Wa ive r a nd Othe r Circums ta nce s : No de la y or om is s ion of the  Trus tee  or of a ny Bondholde r to
exercis e  a ny right or power a ris ing upon the  ha ppening of a n Event of Defa ult s ha ll impa ir a ny right or power or
sha ll be cons trued to be a  wa iver of any such default or be an acquiescence therein, and every power and remedy
given by Article VIII of the Resolution to the Trus tee or to the Bondholders  may be exercised from time to time and
as  often as  may be deemed expedient by the Trus tee or by the Bondholders

Prior to the decla ra tion of ma turity of the Bonds  a s  provided Linder the subheading entitled "Events  of Default
under this  ca ption, the Holders  of not les s  tha n 25% in principa l a mount of the Bonds  a t the time Outs ta nding, or
the ir a ttorneys -in-fa ct duly a uthorized, ma y, on beha lf of the  Holders  of a ll of the  Bonds  wa ive  a ny pa s t defa ult
under the Resolution and its  consequences , except a  default in the payment of interes t on or principa l of or premium
(if a ny) on a ny of the  Bonds . No s uch wa iver s ha ll extend to a ny s ubs equent or other defa ult or impa ir a ny right
consequent thereon

Notice  of De fa ult: The Trus tee sha ll promptly mail to regis tered Holders  of Bonds , and to a ll Bondholders  who
sha ll have filed their names  and addresses  with the Trus tee for such purpose written notice of the occurrence of any
Event of Defa ult. If for a ny Fis ca l Yea r the Revenues  s ha ll be ins ufficient to comply with the provis ions  under the
caption entitled "Electric Sys tem Ra te Covenant", the Trus tee, on or before the 30th day a fter receipt of the annua l
audit, sha ll mail to such regis tered Holders  and such Bondholders  written notice of such fa ilure

Res pons ibilities  of Fiduc ia ries : The recita ls  of fa ct here in a nd in the  Bonds  conta ined s ha ll be  ta ken a s  the
s ta tements  of the Dis trict and no Fiducia ry assumes  any respons ibility for the correctness  of the same. No Fiducia ry
makes  any representa tions  as  to the va lidity or sufficiency of the Resolution or of any Bonds  is sued thereunder or as
to the security a fforded by the Resolution, and no Fiducia ry sha ll incur any liability in respect thereof. No Fiducia ry
sha ll be under any respons ibility or duty with respect to the applica tion of any moneys  pa id to the Dis trict or to any
other Fiducia ry. No Fiducia ry s ha ll be  under a ny obliga tion or duty to perform a ny a ct, which would involve  it in
expense or liability, or to ins titute or defend any suit in respect hereof, or to advance any of its  own moneys , unles s
prope rly inde m nifie d .  S ubje c t to  the  provis ions  of the  fo llowing pa ra gra ph,  no  Fiduc ia ry s ha ll be  lia b le  in
connection with the performance of its  duties  hereunder except for its  own negligence, misconduct or default

The Trus tee , prior to the  occurrence of a n Event of Defa ult a nd a fter the  curing of a ll Events  of Defa ult which
ma y ha ve  occurred, underta kes  to perform s uch duties  a nd only s uch duties  a s  a re  s pecifica lly s e t forth in the
Resolution. In case an Event of Default has  occurred (which has  not been cured) the Trus tee sha ll exercise such of
the rights  and Powers  ves ted in it by the Resolution, and use the same degree of care and skill in their exercise, as  a
prudent man would exercise or use under the circums tances  in the conduct of his  own a ffa irs . Any provis ion of the
Res olution re la ting to a ction ta ken or to be  ta ken by the  Trus tee  or to evidence upon which the  Trus tee  ma y re ly
shall be subject to the provis ions  of this  subheading

(Resolution, Sections  8.01-8.08, 9.03)

Supplem ental Res olutions

For any one or more of the following purposes  and a t any time or from time to time, a  Supplementa l Resolution
of the Dis trict may be adopted, which, upon the filing with the Trus tee of a  copy thereof certified by an Authorized
Officer of the Dis trict, sha ll be fully effective in accordance with its  terms

(1) To clos e the Res olution aga ins t, or provide limita tions  and res trictions  in addition to the limita tions  and
re s tric tions  conta ine d in  the  Re s olution on, the  de live ry of Bonds  or the  is s ua nce  of othe r e vide nce s  of
indebtedness

(2) To add to the covenants  and agreements  of the Dis trict in the Resolution, other covenants  and agreements
to be  obs erved by the  Dis trict which a re  not contra ry to or incons is tent with the  Res olution a s  there tofore  in
effect

(3) To a dd to the  lim ita tions  a nd re s trictions  in the  Res olution, othe r lim ita tions  a nd re s trictions  to be
observed by the Dis trict which a re not contra ry to or incons is tent with the Resolution as  theretofore in effect



(4) To authorize Bonds  of a  Series  and, in connection therewith, specify and determine the matters  and things
referred to in Section 2.02 of the Resolution, and a lso any other matters  and things  rela tive to such Bonds  which
a re  not contra ry to or incons is tent with the Res olution a s  theretofore  in effect, or to a mend, modify or res cind
any such authoriza tion, specifica tion or determina tion a t any time prior to the firs t delivery of such Bonds ,

(5) To confirm, as  further assurance, any pledge under, and the subj section to any lien or pledge created or to
be crea ted by, the Resolution, of the Revenues  or of any other moneys , securities  or funds ,

(6) To m odify a ny of the  provis ions  of the  Re s olution in a ny re s pe ct wha te ve r, provide d tha t (i) s uch
modifica tion sha ll be, and be expressed to be, effective only a fter a ll Bonds  of any Series  Outs tanding a t the da te
of the  a doption of s uch S upplementa l Res olution s ha ll cea s e  to be  Outs ta nding, a nd (ii) s uch S upplementa l
Res olution s ha ll be  s pecifica lly referred to in the text of a ll Bonds  of a ny Series  delivered a fter the da te  of the
adoption of such Supplementa l Resolution and of Bonds  issued in exchange therefor or in place thereof,

(7) To m odify a ny of the  provis ions  of the  Res olution to penni com plia nce  with a ny a m endm ent to the
Internal Revenue Code of 1986, as  amended, or any successor thereto, as  the same may be in effect from time to
time, if in the  Opinion of Bond Couns el, fa ilure  to s o modify the  Res olution e ither would a dvers e ly a ffect the
a bility of the  Dis trict to is s ue  Bonds  the  inte res t on which is  excluda ble  from gros s  income for purpos es  of
federa l income taxa tion, or is  necessary or advisable to preserve such exclus ion with respect to any Outs tanding
Bonds ,

(8) To comply with such regula tions  and procedures  as  a re from time to time in effect rela ting to es tablishing
and mainta ining a  book-entry-only sys tem,

(9) To provide for the issuance of Bonds in coupon form payable to bearer,

(10) To comply with the  requirements  of a ny na tiona lly recognized ra ting a gency in order to ma inta in or
improve a  ra ting on the Bonds  by such ra ting agency,

(11) To cure any ambiguity, s upply any omis s ion, or cure or correct any defect or incons is tent provis ion in
the Resolution, or

(12) To insert such provis ions  clarifying matters  or ques tions  aris ing under the Resolution as  are necessary or
des irable and are not contrary to or incons is tent with the Resolution as  theretofore in effect.

Supple m e n ta l Re s olutions  Effe c tive  With  Cons e n t of Trus te e : At  a n y t im e  o r  fro m  t im e  to  t im e ,  a
Supplementa l Resolution may be adopted subject to consent by Bondholders  in accordance with and subject to the
provis ions  of Article  XI of the  Res olution, which S upplementa l Res olution, upon the  filing with the  Trus tee  of a
copy the reof ce rtified by a n Authorized Office r of the  Dis trict a nd upon complia nce  with the  provis ions  of s a id
Article XI, sha ll become fully effective in accordance with its  terms  a s  provided in s a id Article XI.

Ge ne ra l P rovis ions : The Resolution sha ll not be modified or amended in any respect except as  provided in and
in a ccorda nce with a nd s ubject to the provis ions  of Article  X a nd Article  XI of the Res olution. Nothing in Article  X
or Article  XI of the  Res olution conta ined s ha ll a ffect or limit the  right or obliga tion of the  Dis trict to a dopt, ma ke,
do, execute , a cknowledge or deliver a ny res olution, a ct or other ins trument purs ua nt to the  provis ions  of Section
7.04 of the  Re s olution or the  right or obliga tion of the  Dis tric t to  e xe cute  a nd de live r to  a ny Fiducia ry a ny
ins trument which elsewhere in the Resolution it is  provided sha ll be delivered to sa id Fiducia ry.

Any Supplementa l Res olution referred to a nd permitted or a uthorized by this  ca ption ma y be  a dopted by the
Dis trict without the  cons ent of a ny of the  Bondholders , but s ha ll become effective  only on the  conditions , to the
extent a nd a t the  time provided in s a id Sections , res pectively. The copy of every Supplementa l Res olution when
filed with the Trus tee sha ll be accompanied by a  Counsel's  Opinion s ta ting tha t such Supplementa l Resolution has
been duly and lawfully adopted in a ccordance with the provis ions  of the Res olution, is  authorized or permitted by
the Resolution, and is  va lid and binding upon the Dis trict and enforceable in accordance with its  terms .

The Trus tee is  authorized to accept the delivery of a  certified copy of any Supplementa l Res olution referred to
a nd permitted or a uthorized by this  ca ption a nd s ubhea ding a nd to ma ke a ll further a greements  a nd s tipula tions
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which ma y be  there in conta ined, a nd the  Trus tee , in ta king s uch a ction, s ha ll be  fully protected in re lying on a n
opinion of couns e l (which m a y be  a  Couns e l's  Opinion) tha t s uch S upplem enta l Res olution is  a uthorized or
permitted by the provis ions  of the Resolution.

No Supplementa l Resolution sha ll change or modify any of the rights  or obliga tions  of any Fiducia ry without its
written assent thereto.

(Resolution, Section 10.01-l0.03).

Amendment with Consent of Bondholders

Any modifica tion or a mendment of the  Res olution a nd of the  rights  a nd obliga tions  of the  Dis trict a nd of the
Holders  of the  Bonds  thereunder, in a ny pa rticula r, ma y be ma de by a  Supplementa l Res olution, with the  written
consent given as  provided in the following pa ragraph of the Holders  of a t leas t two-thirds  in principa l amount of the
Bonds  Outs tanding a t the time such consent is  given, and (ii) in case less  than a ll of the severa l Series  of Bonds  then
Outs tanding or les s  than a ll the Bonds  of a  Series  then Outs tanding a re a ffected by the modifica tion or amendment,
of the Holders  of a t lea s t two-thirds  in principa l amount of the Bonds  so a ffected and Outs tanding a t the time such
cons e nt is  g ive n,  a nd (iii) in  ca s e  the  m odifica tion or a m e ndm e nt cha nge s  the  te rm s  of a ny S inking Fund
Ins ta llm ent, of Holde rs  of a t le a s t two-thirds  in principa l a m ount of the  Bonds  entitled to s uch S inking Fund
Ins ta llment a nd Outs ta nding a t the  time  s uch cons ent is  given, provided, however, tha t if s uch modifica tion or
amendment will, by its  terms , not take effect so long as  any Bonds  of any specified like Series  and maturity remain
Outs tanding, the consent of the Holders  of such Bonds  sha ll not be required and such Bonds  sha ll not be deemed to
be Outs tanding for the purpose of any ca lcula tion of Outs tanding Bonds  under this  paragraph. No such modifica tion
or amendment sha ll permit a  change in the terms  of redemption or maturity of the principa l of any Outs tanding Bond
or of any ins ta llment of interes t thereon or a  reduction in the principa l amount or the Redemption Price thereof or in
the  ra te  of inte res t thereon without the  cons ent of the  Holder of s uch Bond, or s ha ll reduce  the  percenta ges  or
otherwise a ffect the classes  of Bonds  the consent of the Holders  of which is  required to effect any such modifica tion
or amendment, or sha ll change or modify any of the rights  or obliga tions  of any Fiducia iy without its  written a s sent
thereto. For the purpose of this  paragraph, a  Series  sha ll be deemed to be a ffected by a  modifica tion or amendment
of the Resolution if the same adversely a ffects  or diminishes  the rights  of the Holders  of Bonds  of such Series .

The Dis trict may a t any time adopt a  Supplementa l Resolution making a  modifica tion of' amendment permitted
by the preceding pa ra gra ph, to ta ke effect when a nd a s  provided in this  pa ra gra ph. A copy of s uch Supplementa l
Res olution (or brief s ummary thereof or reference thereto in form approved by Trus tee, together with a  reques t to
Bondholde rs  for the ir cons e nt the re to in form  s a tis fa ctory to the  Trus te e ), s ha ll be  m a ile d by the  Dis tric t to
Bondholders  and sha ll be published in the Authorized Newspapers  a t lea s t once a  week for two succes s ive weeks
(but fa ilure  to m a il s uch copy a nd re que s t s ha ll not a ffe ct the  va lidity of the  S upple m e nta l Re s olution whe n
consented to as  provided in this  paragraph). Such Supplementa l Resolution sha ll not be effective unless  and until (i)
there s ha ll have been filed with the Trus tee (a ) the written cons ents  of Holders  of the percentages  of Outs tanding
Bonds  specified in the preceding pa ragraph and (b) a  Counsel's  Opinion s ta ting tha t such Supplementa l Resolution
has  been duly a rid lawfully adopted and filed by the Dis trict in accordance with the provis ions  of the Resolution, is
authorized or permitted by the Resolution, and is  va lid and binding upon the Dis trict and enforceable in accordance
with its  terms , and (ii) a  notice sha ll have been published as  provided in this  paragraph. Each such consent sha ll be
effective  only if a ccompa nied by proof of the  holding, a t the  da te  of s uch cons ent, of the  Bonds  with res pect to
which s uch cons ent is  given, which proof s ha ll be  s uch a s  is  pe rmitted by S ection 12.02 of the  Res olution. A
certifica te  or certifica tes  by the  Trus tee  filed with the  Trus tee  tha t it ha s  exa mined s uch proof a nd s uch proof is
sufficient in accordance with Section 12.02 of the Resolution sha ll be conclus ive tha t the consents  have been given
by the Holders  of the Bonds  des cribed in s uch certifica te  or certifica tes  of the Trus tee. Any s uch cons ent s ha ll be
binding upon the Holder of the Bonds  giving s uch cons ent and, anything in Section 12.02 of the Res olution to the
contra ry notwiths tanding, upon any subsequent Holder of such Bonds  and of any Bonds  is sued in exchange therefor
(whether or not such subsequent Holder thereof has  notice thereof) unless  such consent is  revoked in writing by the
Holder of s uch Bonds  giving s uch cons ent or a  s ubs equent Holder thereof by filing with the  Trus tee , prior to the
time when the written s ta tement of the Trus tee provided for in this  pa ragraph is  filed, such revoca tion and, if such
Bonds  a re trans ferable by delivery, proof tha t such Bonds  a re held by the s igner of such revoca tion in the manner
permitted by Section 12.02 of the Resolution. The fact tha t a  consent has  not been revoked may likewise be proved
by a  ce rtifica te  of the  Trus tee  filed with the  Trus tee  to the  e ffect tha t no revoca tion the reof is  on file  with the
Trus tee . At a ny time a fter the  Holders  of the  required percenta ges  of Bonds  s ha ll ha ve filed their cons ents  to the
Supplementa l Resolution, the Trus tee sha ll make and file with the Dis trict and the Trus tee a  written s ta tement tha t
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the  Holders  of s uch required percenta ges  of Bonds  ha ve  filed s uch cons ents . S uch written s ta tement s ha ll be
conclus ive  tha t s uch cons ents  ha ve  been s o tiled. At a ny time  the rea fte r notice , s ta ting in s ubs ta nce  tha t the
Supplementa l Resolution (which may be referred to as  Supplementa l Resolution adopted by the Dis trict on a  s ta ted
date, a  copy of which is  on file with the Trus tee) has  been consented to by the Holders  of the required percentages  of
Bonds  a nd will be effective a s  provided in this  pa ra gra ph, ma y be given to Bondholders  by the Dis trict by ma iling
s uch notice  to Bondholders  (but fa ilure  to ma il s uch notice  s ha ll not prevent s uch Supplementa l Res olution from
becom ing e ffective  a nd binding a s  provided in this  pa ra gra ph) a nd by publis hing the  s a m e  in the  Authorized
Newspapers  a t leas t once not more than 90 days  a fter the Holders  of the required percentages  of Bonds  sha ll have
filed their consents  to the Supplementa l Resolution and the written s ta tement of the Trus tee hereinabove provided
for is  filed. The Dis trict sha ll file with the Trus tee proof of the publica tion of such notice and, if the same sha ll have
been mailed to Bondholders , of the ma iling thereof. A record, cons is ting of the papers  required or permitted by this
pa ragraph to be filed with the Trus tee, sha ll be proof of the ma tters  therein s ta ted. Such Supplementa l Resolution
ma king s uch a mendment or modifica tion s ha ll be  deemed conclus ively binding upon the  Dis trict, the  Fiducia ries
a nd the  Holders  of a ll Bonds  a t the  expira tion of 40 da ys  a fte r the  filing with the  Trus tee  of the  proof of the  firs t
publica tion of s uch la s t mentioned notice, except in the event of a  fina l decree of a  court of competent juris diction
setting as ide such Supplementa l Resolution in a  lega l action or equitable proceeding for such purpose commenced
within such 40 day period, provided, however, tha t any Fiducia ry and the Dis trict during such 40 day period and any
s uch further period during which any s uch action or proceeding may be pending s ha ll be entitled in their abs olute
discretion to take such action, or to refra in from taking such action, with respect to such Supplementa l Resolution as
they may deem expedient

(Resolution, Sections  11.02 and ll.03)





APPENDIX C - FORM OF BOND OPINION AND FORM OF SPECIAL TAX COUNSEL OPINION

[FORM OF BOND COUNSEL OPINION]

March 19. 2008

Board of Directors
Salt River Project Agricultural
Improvement and Power District
Tempe, Arizona 85281

Ladies and Gentlemen

We have examined the Constitution and statutes of the State of Arizona, certified copies of the proceedings of
the Board of Directors of the Salt River Project Agricultural Improvement and Power District (the "District") and
other proofs submitted to us relative to the issuance and sale by the District,  a body politic and corporate and
political subdivision of the State of Arizona, of

$816.650.000
Salt River Project

Electric System Revenue Bonds
2008 Series A

The 2008 Series A Bonds consist of bonds bearing interest at fixed rates. The 2008 Series A Bonds are dated as
shown on the inside front cover of the Official Statement dated March 6, 2008 relating to the 2008 Series A Bonds
mature and bear interest at the times, in the manner and upon the terms provided therein and in the Resolutions (as
hereinafter defined).  The 2008 Series A Bonds are subject to redemption prior to maturity as provided in the
Resolutions

We have also examined the form of said 2008 Series A Bonds

We are of the opinion that such proceedings and proofs show lawful authority for the issuance and sale of the
2008 Series A Bonds pursuant to the Constitution and statutes of the State of Arizona, including particularly Title
48, Chapter 17, Article 7, Arizona Revised Statutes, and other applicable provisions of law, and pursuant and subject
to the provisions, terns and conditions of a resolution, dated as of September 10, 2001, which became effective
January ll, 2003, entitled "Supplemental Resolution Authorizing an Amended and Restated Resolution Concerning
Revenue Bonds" as amended, and a resolution dated as of March 6, 2008, entitled "Resolution Authorizing The
Issuance  And Sale  Of $816,650,000 Sal t  River  Project  Elect r i c Sys tem Revenue Bonds ,  2008 Ser ies  A
(collectively, the "Resolutions"), all duly adopted by the District and that the 2008 Series A Bonds are valid and
legally binding special obligations of the District

We are further of the opinion that the District ,  in the Resolutions,  has lawfully covenanted and is legally
obligated to charge and collect, and revise from time to time whenever necessary, such fees and other charges for the
sale of electric power and energy which will be sufficient in each year to pay the necessary expenses of operating
and maintaining the District's electric system, the principal of and interest on the 2008 Series A Bonds and all other
indebtedness maturing and becoming due in such year, and all reserve or other payments required by the Resolutions
in such year, subject to restrictions, if any, imposed by or on behalf of the United States of America, all in the
manner provided in the Resolutions

We are further of the opinion that the 2008 Series A Bonds, and the outstanding Electric System Revenue Bonds
heretofore issued pursuant to the Resolutions, as to principal or redemption price thereof and interest thereon are
payable on a parity from and secured by a valid and equal pledge of the revenues of the District's electric system
and other funds held or set aside under the Resolutions. Such pledge is subject and subordinate to the pledges and
liens created by United States of America loan agreements hereafter entered into by the District, all in the manner
provided in the Resolutions
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We a re further of the opinion tha t the Dis trict may, within the terms , limita tions  and conditions  conta ined in the
Resolutions , is sue part pass  additiona l Electric Sys tem Revenue Bonds  payable from the revenues  derived from the
Dis trict's  e lectric s ys tem, ra nking equa lly a s  to lien on a nd s ource  a nd s ecurity for pa yment from the  revenues
derived from the  Dis trict's  e lectric s ys tem, with the  2008 S eries  A Bonds  a nd a ny pa rt pa s s a dditiona l Electric
Sys tem Revenue Bonds  heretofore or hereafter is sued, a ll in the manner provided in the Resolutions

We are further of the opinion tha t the Dis trict has  va lidly entered into further covenants  and agreements  with the
holders  of the 2008 Series  A Bonds  for the exact terms  of which reference is  made to the Resolutions

The opinions  set forth above a re subject to the effect of, and res trictions  and limita tions  imposed by or resulting
from, ba ptcy, insolvency, debt adjus tment, mora torium, reorganiza tion or other s imila r laws  a ffecting creditors
rights

This opinion letter is dated as of the date hereof, and we assume no obligation to update this opinion letter to
reflect any facts or circumstances that may hereafter come to our attention, or any changes in law, or interpretations
thereof, that may occur, or for any other reason

Very truly yours



[FORM OF SPECIAL TAX COUNSEL OPINION]

March 19. 2008

Board of Directors
Salt River Project Agricultural
Improvement and Power District
Tempe, Arizona 8528 l

Salt River Project Agricultural Improvement and Power District
$816,650,000 Electric System Revenue Bonds, 2008 Series A

Ladies and Gentlemen

We have reviewed the record of proceedings related to the issuance by the Salt  River Project Agricultural
Improvement and Power District (the "District") of its 3816,650,000 aggregate principal amount of Electric System
Revenue Bonds, 2008 Series A (the "2008 Series A Bonds"), including a Tax Certificate as to Arbitrage and the
Provisions of Sections 103 and 141-150 of the Internal Revenue Code of 1986 (the "Tax Certificate"), the statutes of
the State of Arizona, certified copies of the proceedings of the Board of Directors of the District, the Supplemental
Resolution Authorizing an Amended and Restated Resolution Concerning Revenue Bonds, dated as of September
10, 2001, which became effective January 11, 2003, as amended (the "Bond Resolution"), a Resolution Authorizing
the Issuance and Sale of $816,650,000 Salt River Project Electric System Revenue Bonds, 2008 Series A adopted by
the District on March 6, 2008 (collectively with the Bond Resolution, the "Resolution"), and such other matters of
fact and law as we have deemed necessary to enable us to render the opinions contained herein. 111 rendering the
opinions set forth below, we have relied upon the approving opinion of Drinker Biddle & Reath LLP, Bond Counsel
relating among other things to the validity of the 2008 Series A Bonds delivered on even date herewith

The Internal Revenue Code of 1986 (the "Code") sets forth certain requirements which must be met subsequent
to the issuance and delivery of the 2008 Series A Bonds for interest thereon to be and remain excluded from gross
income for Federal income tax purposes. Noncompliance with such requirements could cause the interest on the
2008 Series A Bonds to be included in gross income for Federal income tax purposes retroactive to the date of issue
of the 2008 Series A Bonds. The District has covenanted to comply with the provisions of the Code applicable to the
2008 Series A Bonds and has covenanted not to take any action or permit any action that would cause the interest on
the 2008 Series A Bonds to be included in gross income under Section 103 of the Code applicable to the 2008 Series
A Bonds. In addition, the District has made certain certifications and representations in the Tax Certificate. We have
not independently verified the accuracy of those certifications and representations

We are of the opinion that, under existing law and assuming compliance with the tax covenants described herein
interest on the 2008 Series A Bonds is excluded from gross income for Federal income tax purposes under Section
103 of the Code. We are also of the opinion that such interest is not treated as a preference item in calculating the
alternative minimum tax imposed under the Code with respect to individuals and corporations. Interest on the 2008
Series A Bonds is,  however, included in the adjusted current earnings of certain corporations for purposes of
computing the alternative minimum tax imposed on such corporations

We are also of the opinion that interest on the 2008 Series A Bonds is exempt from income taxes imposed by the
State of Arizona

Special Tax Counsel is further of the opinion that the difference between the principal amount of the 2008 Series
A Bonds maturing on January l, 2033 and January l, 2038 (the "Discount Bonds") and the initial offering price to
the public (excluding bond houses, brokers, or similar persons or organizations acting in the capacity of underwriters
or wholesalers)  at  which price a substant ial  amount  of such Discount  Bonds of the same maturi ty was sold
constitutes original issue discount which is excluded from gross income for Federal income tax purposes to the same
extent as interest on the Bonds. Further, such original issue discount accrues actuarially on a constant interest rate
basis over the term of each Discount Bond and the basis of each Discount Bond acquired at such initial offering
price by an initial purchaser thereof will be increased by the amount of such accrued original issue discount. The
accrual of original issue discount may be taken into account as an increase in the amount of tax-exempt income for
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purposes  of determining va rious  other tax consequences  of owning the Discount Bonds , even though there will not
be a  corresponding cash payment

Except as stated in the preceding two paragraphs, we express no opinion as to any other Federal or state tax
consequences of the ownership or disposition of the 2008 Series A Bonds. Furthermore, we express no opinion as to
any Federal, state or local tax law consequences with respect to the 2008 Series A Bonds, or the interest thereon, if
any action is taken with respect to the 2008 Series A Bonds or the proceeds thereof upon the advice or approval of
other bond counsel

Very truly yours



APPENDIX D FORM OF CONTINUING DISCLOSURE AGREEMENT

CONTINUING DISCLOSURE AGREEMENT

Between

SALT RIVER PROJECT AGRICULTURAL
IMPROVEMENT AND POWER DISTRICT

U.s. BANK NATIONAL ASSOCIATION
as trustee

$816,650,000 Salt River Project Electric System Revenue Bonds, 2008 Series A

THIS CONTINUING DISCLOSURE AGREEMENT ("Disclosure Agreelnent"), dated as of March 1, 2008 by
and between the Salt River Project Agricultural Improvement and Power District (the "District"), an agricultural
improvement district duly organized and existing under Title 48, Chapter 17 of the laws of the State of Arizona
A.R.S. sections 48-2301, et seq. (the "Act") and U.S. Bank National Association, Phoenix, Arizona, as trustee (the
Trustee") for the $816,650,000 Salt River Project Electric System Revenue Bonds, 2008 Series A to be issued by

the District (the "Bonds")

WITNE S S ETH

WHEREAS, the District intends to issue the Bonds under and pursuant to (i) the Act and (ii) the District 's
Supplemental Resolution, dated as of September 10, 2001 Authorizing an Amended and Restated Resolution
Concerning Revenue Bonds, which became effective January ll, 2003, including that supplemental resolution dated
as of March 6, 2008 (the "Resolution")

WHEREAS, on November 10, 1994 the Securities and Exchange Commission (the "Commission") adopted
Release Number 34-34961 (the "Release"), which amended Rule l5c2-12 ("Rule 1502-l2"), originally adopted by
the Commission on June 28. 1989

WHEREAS, Rule l5c2-12 requires that prior to acting as a broker, dealer or municipal securities dealer (the
Participating Underwriter") for the Bonds, a Participating Underwriter must comply with the provisions of Rule

l5c2-12

WHEREAS, Rule 15c2- 12 further provides, among other things, that a Participating Underwriter shall not
purchase or sell the District's Bonds unless the Participating Underwriter has reasonably determined that the District
and any "obligated person" (within the meaning of Rule l5c2-12, as amended) have undertaken, either individually
or in combination with others, in a written agreement for the benefit of Bondholders, to provide certain information
relating to the District, any "obligated person" and the Bonds, to the Repositories described herein below

WHEREAS, this Disclosure Agreement is being executed and delivered by the District and the Trustee for the
benefit of the Bondholders, the Beneficial Owners of the Bonds and the Trustee in order to comply with Rule l5c2
12 issued by the Commission

WHEREAS, the District hereby agrees to provide the information described herein below with respect to itself;

NOW, THEREFORE, in consideration of the mutual covenants and agreements herein contained, the District
and the Trustee agree as follows
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Section 1. Definitions

Annua l Financia l Information" sha ll mean the information specified in Section 3 hereof.

As s ocia tion" s ha ll mea n the  S a lt Rive r Va lley Wa te r Us ers ' As s ocia tion, predeces s or to the  Dis trict, duly
incorpora ted February 9, 1903 under the laws  of the Territory of Arizona

Beneficia l Owner" s ha ll mea n a ny pers on which (a ) ha s  the  power, directly or indirectly, to vote  or cons ent
with  re s pe ct to ,  or to  dis pos e  of owne rs hip of,  a ny of the  Bonds  (including pe rs ons  holding Bonds  through
nominees , depos itories  or other intermedia ries ), or (b) is  trea ted a s  the owner of any Bonds  for federa l income tax
purposes

Bondholder" or "Holder" s ha ll mea n a ny regis tered owner of Bonds  a nd a ny Beneficia l Owner of Bonds  who
provides  evidence sa tis factory to the Trus tee of such s ta tus

Centra l P os t Office" s ha ll mea n the  inte rne t ba s ed e lectronic filing s ys tem run by the  Municipa l Advis ory
Council of Texas  and recognized as  such by the Commiss ion and currently identified a t www.DisclosureUSA.org

Independent Accounta nt" s ha ll mea n, with res pect to the  Dis trict, a ny firm  of ce rtified public a ccounta nts
appointed by the Dis trict

Officia l S ta tem ent" s ha ll m ea n the  Officia l S ta tem ent of the  Dis trict, da ted Ma rch 6, 2008 re la ting to the
issuance of the Bonds

Repos itory" sha ll mean, a t any time, each then exis ting na tiona lly recognized municipa l s ecurities  informa tion
re pos itory, a s  re cognize d from  tim e  to tim e  by the  Com m is s ion for the  purpos e s  re fe rre d to in Rule  l5c2-l2
Repos itories  currently a re identified on the Commiss ion webs ite a t: http://www,sec,gov/info/municipa l/nnns ir.htm

Rule  l5c2-12" s ha ll mea n Rule  l5c2-12 under the  Securities  Excha nge Act of 1934, a s  a mended through the
da te of this  Disclosure Agreement

Sta te" sha ll mean the Sta te of Arizona

S ta te  Repos itory" s ha ll mea n a ny public or priva te  repos itory or entity des igna ted by the  S ta te  a s  a  s ta te
information depos itory for the purpose of Rule 1502-12 and recognized as  such by the Commiss ion. As  of the da te
of this  Disclosure Agreement, there is  no Sta te Repos itory

Capita lized terns  not otherwise defined herein sha ll have the meaning ascribed thereto in the Resolution

Section 2. Obligation to Provide Continuing Disclosure

The Dis trict hereby undertakes  for the benefit of the Holders  of the Bonds  to provide

A. to ea ch Repos itory a nd to the  S ta te  Repos itory, if a ny, or to the  Centra l Pos t Office , no la ter tha n 180
days  a fter the end of each fisca l year, commencing with the fisca l year ending April 30, 2008

1. the Annua l Financia l Information rela ting to such fisca l year together with audited financia l s ta tements
of the Dis trict for such fisca l yea r if audited financia l s ta tements  a re then ava ilable, provided , however, that
if audited financia l s ta tements  of the Dis trict a re not then ava ilable. the unaudited financia l s ta tements  of the
Dis trict s ha ll be s ubmitted with the Annua l Financia l Informa tion and the audited financia l s ta tements  s ha ll
be delivered to each Repos itory and to the S ta te  Repos itory, if any, when they become ava ilable (but in no
event la ter than 350 days  after the end of such fisca l year), or

2 . notice  to  e a ch Re pos itory or to  the  Municipa l S e curitie s  Rule m a king Boa rd, a nd to  the  S ta te
Repos itory, if any, of the Dis trict's  fa ilure, if any, to provide any of the informa tion described in Section A.l
hereinabove



B. to each Repos itory or to the Municipa l Securities  Rulemaking Boa rd, and to the S ta te Repos itory, if any,
or to the Centra l Pos t Office, in a  timely manner, notice of any of the following events  with respect to the Bonds ,
if ma teria l:

1. any Event of Default resulting from principa l and interes t payment delinquencies  on the Bonds ,

2. any non-payment rela ted Event of Default,

3. unscheduled draws  on the Debt Reserve Account under the Resolution reflecting financia l difficulties ,

4. unscheduled draws  on credit enhancements , if any, reflecting financia l difficulties  under the Resolution,

5. s ubs titution of credit or liquidity providers , if any, or their fa ilure to perform,

6. adverse tax opinions  or events  a ffecting the tax-exempt s ta tus  of the Bonds ,

7. amendments  of or modifica tions  to the rights  of Bondholders ,

8. giving of notice  of redemption of Bonds  (which does  not include  regula rly s cheduled or ma nda tory
s inking fund redemptions  effectua ted in accordance with the Resolution),

9. defeasance of the Bonds,

10. release, subs titution, or sa le of property, if any, securing repayment of the Bonds , and

11. ra ting changes  on the Bonds .

The Trus tee s ha ll notify the Dis trict upon the occurrence of any of the eleven events  lis ted in this  Section 2.B.
promptly upon becoming a wa re  of the  occurrence  of a ny s uch event. The  Trus tee  s ha ll not be  deemed to ha ve
become a wa re  of the  occurrence  of a ny s uch event unles s  a n office r in its  corpora te  trus t depa rtment a ctua lly
becomes  aware of the occurrence of any such event. The Dis trict sha ll notify the Trus tee upon the transmitta l of any
such information.

Nothing in this  Dis clos ure Agreement s ha ll prevent the Dis trict from dis s emina ting any informa tion in addition
to tha t required hereunder. If the Dis trict dis semina tes  any such additiona l information, nothing herein sha ll obliga te
the Dis trict to update such information or include it in any future materia ls  dissemina ted.

Sec tion  3. Annua l Financ ia l In fo rm a tion

Annua l Fina ncia l Informa tion s ha ll include upda ted fina ncia l a nd opera ting informa tion, in ea ch ca s e upda ted
through the  la s t da y of the  S a lt River P roject's  prior fis ca l yea r unles s  otherwis e  noted, re la ting to the  following
information conta ined in the Officia l S ta tement:

(i) informa tion a s  to a ny cha nges  in the  Dis trict's  projected pea k loa ds  a nd res ources  in s ubs ta ntia lly the
same level of deta il as  found in Table 2 under the heading "Projected Peak Loads  and Resources",

(ii) a n upda te  of the  inform a tion lis ting Dis tric t powe r s ource s  a nd pa rtic ipa tion inte re s ts  in  powe r
genera ting fa cilities  in s ubs ta ntia lly the  s a me level of de ta il found in Ta ble  3 a nd Ta ble  4 under the  hea ding
"Exis ting and Future Resources",

(iii) informa tion a s  to a ny cha nges  or propos ed cha nges  in the  e lectric prices  cha rged by the  Dis trict in
subs tantia lly the same level of deta il as  found under the heading "Electric Prices",

(iv) an upda te of the informa tion rela ting to cus tomer base and cla s s ifica tion, electric power s a les , and the
Dis trict's  revenues  and expenses  in subs tantia lly the same level of deta il found in Table 7 and Table 8 under the
heading "Custolners , Sales , Revenues  and Expenses",
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(v) (a ) an upda te summarizing the contractua l payment obliga tions  of the Dis trict on beha lf of other politica l
s ubdivis ions  which obliga tions  s e cure  de bt s e rvice  on bonds , othe r tha n bonds  is s ue d by the  Dis tric t,  in
subs tantia lly the same level of deta il a s  found under the heading "Cus tomers , Sa les , Revenues  and Expenses  -
Contractua l Obliga tions  Rela ting to Bonds  of Other Politica l Subdivis ions" and (b) a  s ta tement of any default in
the payment of such obliga tions ,

(vi) (a ) inform a tion a s  to the  a uthoriza tion or is s ua nce  by the  Dis trict of a ny notes , othe r obliga tions ,
minibonds  or pa rity indebtedness  in subs tantia lly the same level of deta il a s  found under the heading "Additiona l
Financia l Matters" and (b) a  s ta tement of any default under such notes , ininibonds  or parity indebtedness ,

(vii) (a ) inform a tion a s  to the  outs ta nding ba la nce s  a nd re quire d de bt s e rvice  on a ny Unite d S ta te s
Government Loans  and (b) a  s ta tement of any default with respect to such loans ,

(viii) (a ) a n upda te  s umma rizing the  Dis trict's  dis cus s ions  of opera tions  in s ubs ta ntia lly the  s a me level of
deta il a s  found under the heading "Additiona l Financia l Matters ," if a t a ll, or (b) an annua l report,

(ix) (a ) an upda te of the ba lance in the Debt Reserve Account and (b) an upda te of a ll information rela ting to
a ctua l debt s ervice requirements  a nd covera ge for outs ta nding revenue bonds  a nd other prior a nd pa rity debt
obliga tions  in subs tantia lly the s ame level of deta il a s  found in Tables  ll and 12 under the heading "SELECTED
O P ERATIO NAL AND FINANCIAL DATA - Add itiona l F ina nc ia l Ma tte rs  - O u ts ta nd ing  Re ve nue  Bond
Long-Terrn Indebtedness", and

(x) s uch na rra tive  expla na tion a s  ma y be neces s a ry to a void mis unders ta nding a nd to a s s is t the  rea der in
unders ta nding the  pres enta tion of fina ncia l inform a tion a nd opera ting da ta  conce rning, a nd in judging the
financia l condition of, the Dis trict.

Any or a ll of the items  lis ted a bove ma y be incorpora ted by reference from other documents , including officia l
s ta tements  perta ining to debt is sued by the Dis trict, which have been submitted to each of the Repos itories  and the
Sta te Repos itory, if any, or the Commiss ion. If the document incorpora ted by reference is  a  fina l officia l s ta tement
(within the  mea ning of Rule  l5c2-12), it mus t a ls o be  a va ila ble  from the  Municipa l Securities  Rulema king Boa rd.
The  Dis trict s ha ll clea rly identify ea ch s uch other document s o incorpora ted by reference . It is  s ufficient for the
purpos es  of Rule  l5c2-12 a nd this  Dis clos ure  Agreement tha t the  Annua l Fina ncia l Informa tion to be  provided
pursuant to Section 2.A. and Section 3 hereof be submitted to each of the Repos itories , the Sta te Repos itory, if any,
or the Commiss ion no more than once annually.

The  requirem ents  conta ined in this  S ection 3 a re  intended to s e t forth a  gene ra l des cription of the  type  of
fina ncia l informa tion a nd opera ting da ta  to be  provided, s uch des criptions  a re  not intended to s ta te  more  tha n
genera l ca tegories  of fina ncia l informa tion a nd opera ting da ta , a nd where the provis ions  of this  Section 3 ca ll for
information tha t no longer can be genera ted or is  no longer relevant because the opera tions  to which it rela ted have
been materia lly changed or discontinued, a  s ta tement to tha t effect sha ll be provided.

Section 4. Financial Statements

The Sa lt River P roject's  a nnua l fina ncia l s ta tements  for ea ch fis ca l yea r s ha ll be  prepa red in a ccorda nce with
genera lly accepted accounting principles  in effect from time to time. Such financia l s ta tements  sha ll be audited by
a n Independent Accounta nt. The  a nnua l fina ncia l s ta tements  a re  pres ented on a  combined ba s is  including the
fina ncia l informa tion of both the Dis trict a nd the As s ocia tion. All or a ny portion of the Sa lt River P roject's  a udited
or una udited fina ncia l s ta tements  ma y be incorpora ted by s pecific reference to a ny other documents  which ha ve
been filed with (i) the  Repos itories  a nd the  S ta te  Repos itory, if a ny, or (ii) the  Commis s ion, provided , however,
tha t if the document is  an officia l s ta tement, it sha ll have been filed with the Municipa l Securities  Rulemaking Board
and need not have been filed elsewhere.

Section 5. Remedies

If the  Dis trict s ha ll fa il to comply with a ny provis ion of this  Dis clos ure  Agreement, then the  Trus tee  or a ny
Holder ma y, but s ha ll not be  obliga ted to, enforce , for the  equa l benefit a nd protection of a ll Holders  s imila rly
s itua ted, by mandamus  or other suit or proceeding a t law or in equity, this  Disclosure Agreement aga ins t the Dis trict



a nd a ny of the  officers , a gents  a nd employees  of the  Dis trict, a nd ma y compel the  Dis trict or a ny s uch officers ,
a gents  or employees  to perform a nd ca rry out their duties  under this  Dis clos ure Agreement, p rovided , however,
tha t the sole remedy hereunder sha ll be limited to an action to compel specific performance of the obliga tions  of the
Dis trict hereunder a nd no pers on or entity s ha ll be  entitled to recover moneta ry da ma ges  hereunder under a ny
circumstances , p ro vid e d , fu rth e r, tha t a ny cha llenge  to the  a dequa cy of a ny informa tion provided purs ua nt to
Section 2 sha ll be brought only by the Trus tee or the Holders  of 25% of the aggregate principa l amount of the Bonds
then outs ta nding which a re  a ffected thereby. Fa ilure  to comply with a ny provis ion of this  Dis clos ure  Agreement
sha ll not cons titute an Event of Default under the Resolution.

Section 6. Parties in Interest

This  Disclosure Agreement is  executed and delivered for the sole benefit of the Holders , the Beneficia l Owners
and the Trus tee. No other person shall have any right to enforce the provis ions  hereof or any other rights  hereunder.

Section 7. Termination

This  Dis clos ure  Agreement s ha ll rema in in full force  a nd e ffect until s uch time  a s  a ll principa l, redemption
prem ium s , if a ny, a nd inte re s t on the  Bonds  s ha ll ha ve  been pa id in full or lega lly de fens ed purs ua nt to the
Res olution (a  "Lega l Defea s a nce"), p rovided , howeve r, tha t if Rule  l5c2-12 (or s ucces s or provis ion) s ha ll be
amended, modified or changed so tha t a ll or any part of the information currently required to be provided thereunder
sha ll no longer be required to be provided thereunder, then this  Disclosure Agreement sha ll be amended to provide
tha t such information sha ll no longer be required to be provided hereunder, and provided , fu rthe r, tha t if and to the
extent Rule l5c2-12 (or successor provis ion), or any provis ion thereof, sha ll be decla red by a  court of competent and
fina l juris diction to be, in whole  or in pa rt, inva lid, uncons titutiona l, null a nd void or otherwis e  ina pplica ble  to the
Bonds , then the  informa tion required to be  provided hereunder, ins ofa r a s  it wa s  required to be  provided by a
provis ion of Rule  l5c2-12 s o decla red, s ha ll no longe r be  required to be  provided he reunder. Upon a ny Lega l
Defeasance, the Dis trict sha ll provide notice of such defeasance to each Repos itory, the Sta te Repos itory, if any, and
the  Municipa l S ecurities  Rulema king Boa rd. S uch notice  s ha ll s ta te  whether the  Bonds  ha ve  been defens ed to
ma turity or to redemption a nd the timing of s uch ma turity or redemption. Upon a ny other termina tion purs ua nt to
this  Section 7, the Dis trict sha ll provide notice of such termina tion to each Repos itory or to the Municipa l Securities
Rulemaking Board, and to the Sta te Repos itory, if any.

Section 8. Amendment; Change; Modification

Without the consent of any Holders  (except to the extent express ly provided below), the Dis trict and the Trus tee
a t any time and from time to time may enter into any amendments  or changes  to this  Disclosure Agreement for any
of the following purposes :

(i) to comply with or conform to Rule  l5c2-l2 or a ny a mendments  there to or a uthorita tive  inte rpre ta tions
thereof by the  Commis s ion or its  s ta ff (whether required or optiona l) which a re  a pplica ble  to this  Dis clos ure
Agreement,

(ii) to a dd a  dis s em ina tion a gent for the  inform a tion required to be  provided he reby a nd to m a ke  a ny
necessary or des irable provis ions  with respect thereto,

(iii) to evidence the success ion of another person to the Dis trict and the assumption by any such successor of
the covenants  of the Dis trict hereunder,

(iv) to add to the covenants  of the Dis trict for the benefit of the Holders , or to s urrender any right or power
herein conferred upon the Dis trict, or

(v) for a ny othe r purpos e  a s  a  re s ult of a  cha nge  in circums ta nces  tha t a ris es  from a  cha nge  in lega l
requirements , cha nge  in la w, or cha nge  in the  identity, na ture , or s ta tus  of the  Dis trict, or type  of bus ines s
conduc te d ,  p rovide d  tha t (1 ) th is  Dis c los ure  Agre e m e nt,  a s  a m e nde d ,  would  ha ve  com plie d  with  the
requirements  of Rule l5c2-12 a t the time of the offering of the Bonds , a fter taking into account any amendments
or authorita tive interpreta tions  of Rule l5c2-12, a s  well a s  any change in circums tances , (2) the amendment or
cha nge e ither (a ) does  not ma teria lly impa ir the  interes t of Holders , a s  determined by bond couns el or (b) is



approved by the vote or consent of Holders  of a  ma jority in outs tanding principa l amount of the Bonds  a ffected
thereby a t or prior to the  time of s uch a mendment or cha nge a nd (3) the  Trus tee  receives  a n opinion of bond
counsel tha t such amendment is  authorized or permitted by this  Disclosure Agreement

The  Annua l Fina ncia l Inform a tion for a ny fis ca l yea r conta ining a ny a m endm ent to the  ope ra ting da ta  or
financia l informa tion for s uch fis ca l yea r s ha ll expla in, in na rra tive font, the rea s ons  for s uch amendment and the
impa ct of the  cha nge  on the  type  of opera ting da ta  or fina ncia l infonna tion in the  Annua l Fina ncia l Informa tion
being provided for s uch fis ca l yea r. If a  change in accounting principles  is  included in any s uch amendment, s uch
Annua l Fina ncia l Inform a tion, re s pective ly, s ha ll pre s ent a  com pa ris on be tween the  fina ncia l s ta tem ents  or
infonnation prepared on the bas is  of the amended accounting principles . Such comparison sha ll include a  qua lita tive
discuss ion of the differences  in the accounting principles  and the impact of the change in the accounting principles
on the  pres enta tion of the  fina ncia l infonna tion. To the  extent rea s ona bly fea s ible  s uch compa ris on s ha ll a ls o be
qua ntita tive . A notice  of a ny s uch cha nge  in a ccounting principle s  s ha ll be  s ent to ea ch Repos itory or to the
Municipa l Securities  Rulemaking Board, and to the Sta te Repos itory, if any

Section 9. Duties of the Trustee

A. The duties  of the Trus tee under this  Dis clos ure Agreement s ha ll be limited to thos e expres s ly a s s igned to it
hereunder. The Dis trict agrees  to indemnify and save harmless  the Trus tee and its  officers , directors , employees  and
a gents , for, from a nd a ga ins t a ny los s , expens e a nd lia bilities  tha t it ma y incur a ris ing out of or in the exercis e  or
perfonnance of its  Powers  and duties  hereunder, including the cos ts  and expenses  (including reasonable a ttorneys
fees  a nd expens es ) of defending a ga ins t a ny cla im of lia bility, but excluding lia bilities  due to the  Trus tee 's  gros s
negligence  or willful mis conduct. The  obliga tions  of the  Dis trict under this  S ection 9 s ha ll s urvive  res igna tion or
removal of the Trus tee, payment of the Bonds  or termina tion of this  Disclosure Agreement

B. No ea rlier tha n one da y, nor la ter tha n 30 da ys , following the end of ea ch fis ca l yea r of the  Dis trict (ending
April 30, unles s  the  Dis trict notifies  the  Trus tee  otherwis e) the  Trus tee  will notify the  Dis trict of its  obliga tion to
provide  the  Annua l Fina ncia l Informa tion in the  time a nd ma nner des cribed herein, p rovided , however, tha t any
fa ilure by the Trus tee to notify the Dis trict under this  Section 9.B sha ll not a ffect the Dis trict's  obliga tion hereunder
and the Trus tee sha ll not be respons ible in any way for such fa ilure

C. The Trus tee sha ll be under no obliga tion to report any information to any Repos itory, any Sta te Repos itory, if
a ny,  the  Munic ipa l S e curitie s  Rule m a king Boa rd  or a ny Holde r.  If a n  office r of the  Trus te e  obta ins  a c tua l
knowledge of the occurrence of an event described in Section 2.B.l. through 2.B.l1 hereunder, whether or not such
event is  ma teria l, the Trus tee will notify the Dis trict of such occurrence, provided , however, tha t any fa ilure by the
Trus tee  to notify the  Dis trict under this  S ection 9.C. s ha ll not a ffect the  Dis trict's  obliga tion hereunder, a nd the
Trus tee sha ll not be respons ible in any way for such fa ilure

Section 10. Governing Law

T HIS  DIS C LO S UR E  AG R E E ME NT  S HALL B E  G O VE R NE D B Y T HE  LAW S  O F  T HE  S T AT E
DETERMINED WITHO UT REG ARD TO  P RINCIP LES  O F CO NFLICT O F LAW. AND THE LAWS  O F THE
UNITED S TATES  OF AMERICA, AS  AP P LICABLE. Any a ction for enforcem ent of this  Dis clos ure  Agreem ent
sha ll be taken in a  s ta te or federa l court, a s  appropria te, loca ted in Maricopa  County, Arizona . To the fulles t extent
permitted by la w, the  Dis trict a nd the  Trus tee  ea ch hereby irrevoca bly wa ives  a ny a nd a ll rights  to a  tria l by jury
and covenants  and agrees  tha t it will not reques t a  tria l by jury, with respect to any lega l proceeding a ris ing out of or
rela ting to this  Disclosure Agreement

Section 11. No Previous  Non-Com pliance

The Dis trict represents  tha t it has  previous ly entered into written contracts  or agreements  of the type referenced
in pa ragraph (b)(5)(i) of Rule l5c2-12 in rela tion to certa in of its  outs tanding obliga tions , and is  in compliance with
such agreements



Section 12. Counterparts

This  Disclosure Agreement may be executed in severa l counterparts , each of which sha ll be an origina l and a ll of
which shall cons titute but one and the same ins trument.

IN WITNESS  WHEREOF, the  pa rties  here to ha ve ca us ed this  Dis clos ure  Agreement to be  executed by their
duly authorized officers  as  of the da te firs t above written.

S ALT RIVER P RO J ECT AG RICULTURAL
IMP R O VE ME NT AND P O WE R  DIS TR IC T

By:

Na me:

Title :

U.s .  BANK NATIO NAL AS S O CIATIO N
as Trustee

By:

Name :

Title :
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APPENDIX E - BOOK-ENTRY ONLY SYSTEM

Ge n e ra l

Beneficia l ownership interes ts  in the 2008 Series  A Bonds  will be ava ilable in book-entry form only. Purchasers
of beneficia l ownership interes ts  in the 2008 Series  A Bonds  will not receive certifica tes  representing their interes ts
in the 2008 Series  A Bonds  and will not be Bondholders  or owners  of the Bonds  under the Resolution

DTC, an automated clea ringhouse for s ecurities  transactions , will act a s  the Securities  Depos itory for the 2008
Series  A Bonds . The 2008 Series  A Bonds  will be is sued as  fully regis tered securities  regis tered in the name of Cede
8; Co. (DTC's  pa rtners hip nominee) or s uch other na me a s  ma y be reques ted by a n a uthorized repres enta tive  of
DTC. One  fully regis te red Bond ce rtifica te  will be  is s ued for ea ch ma turity of the  2008 S eries  A Bonds , in the
aggrega te principa l amount of such maturity, and will be depos ited with DTC

DTC is  a  limited-purpose trus t company organized under the New York Banking Law, a  "banking organiza tion
with in  the  m e a ning  of the  Ne w York Ba nking  La w, a  m e m be r of the  Fe de ra l Re s e rve  S ys te m , a  "c le a ring
corpora tion" within the  mea ning of the  New York Uniform Commercia l Code  a nd a  "clea ring a gency" regis te red
pursuant to the provis ions  of Section 17A of the Securities  Exchange Act of 1934, as  amended. DTC holds  securities
tha t its  pa rticipa nts  ("P a rticipa nts ") depos it with DTC. DTC a ls o fa cilita tes  the  s e ttlement a mong P a rticipa nts  of
securities  transactions , such as  transfers  and pledges , in depos ited securities  through electronic computerized book
e ntry cha nge s  in  P a rtic ipa nts ' a ccounts ,  the re by e lim ina ting the  ne e d for phys ica l m ove m e nt of s e curitie s
certifica tes . Direct Participants  include securities  brokers  and dea lers , banks , trus t companies , clearing corpora tions
and certa in other organiza tions  ("Direct Pa rticipants "). DTC is  owned by a  number of its  Direct Pa rticipants  and by
the  Ne w York S tock Excha nge , Inc.,  the  Am e rica n S tock Excha nge , L.L.C., a nd the  Na tiona l As s ocia tion of
Securities  Dealers , Inc. Access  to the DTC sys tem is  a lso available to others , such as  securities  brokers  and dealers
banks , and trus t companies  tha t clea r through or ma inta in a  cus todia l rela tions hip with a  Direct Pa iticipant, e ither
directly or indirectly ("Indirect Pa rticipa nts "). The Rules  a pplica ble  to DTC a nd its  Pa rticipa nts  a re  on file  with the
Securities  and Exchange Commiss ion

Purchases  of the 2008 Series  A Bonds  under the DTC sys tem mus t be made by or through Direct Pa rticipants
which will receive  a  credit for the  2008 Series  A Bonds  on DTC's  records . The owners hip interes t of ea ch a ctua l
purcha s er of ea ch 2008 S eries  A Bond ("Beneficia l Owner") is  in tum to be  recorded on the  Direct a nd Indirect
P a rticipa nts ' records . Beneficia l Owners  will not rece ive  written confirma tion from DTC of the ir purcha s e , but
Beneficia l Owners  a re  expected to rece ive  written confirma tion providing de ta ils  of the  tra ns a ctions , a s  well a s
periodic s ta tements  of the ir holdings , from the  Direct or Indirect Pa rticipa nt through which the  Beneficia l Owner
entered into the transaction. Trans fers  of ownership interes ts  in the 2008 Series  A Bonds  a re to be accomplished by
entries  made 011 the books  of Participants  acting on beha lf of Beneficia l Owners . Beneficia l Owners  will not receive
certifica tes  repres enting their owners hip interes ts  in the  2008 Series  A Bonds , except in the  event tha t us e  of the
book-entry sys tem for the 2008 Series  A Bonds  is  discontinued

To facilita te subsequent trans fers , a ll 2008 Series  A Bonds  depos ited by Participants  with DTC a re regis tered in
the  na me of DTC's  pa rtners hip nominee, Cede & Co. or s uch other na me a s  ma y be reques ted by a n a uthorized
representa tive of DTC. The depos it of 2008 Series  A Bonds  with DTC and their regis tra tion in the name of Cede &
Co. or s uch other nominee do not effect any change in beneficia l owners hip. DTC has  no knowledge of the actua l
Beneficia l Owners  of the 2008 Series  A Bonds , DTC's  records  reflect only the identity of the Direct Pa rticipants  to
whos e  a ccounts  s uch 2008 S eries  A Bonds  a re  credited, which ma y or ma y not be  the  Beneficia l Owners . The
Participants  will remain respons ible for keeping account of their holdings  on beha lf of their cus tomers

Conveya nce  of notices  a nd othe r communica tions  by DTC to Direct P a rticipa nts , by Direct P a rticipa nts  to
Indirect Pa rticipants , and by Direct Pa rticipants  and Indirect Pa rticipants  to Beneficia l Owners , will be governed by
arrangements  among them, subject to any s ta tutory or regula tory requirements  as  may be in effect from time to time

Redemption notices  sha ll be sent to DTC. If less  than a ll of the 2008 Series  A Bonds  a re being redeemed, DTC's
practice is  to determine by lot the amount of the interes t of each Direct Pa rticipant in such 2008 Series  A Bonds  to
be redeemed
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Ne ithe r DTC nor Ce de  & Co. (nor such other DTC nominee) will consent or vote with respect to the 2008 Series
A Bonds . Under its  us ua l procedures , DTC ma ils  a n Omnibus  P roxy to the  Dis trict a s  s oon a s  pos s ible  a fter the
record da te . The Omnibus  P roxy a s s igns  Cede & Co.'s  cons enting or voting rights  to thos e Direct Pa rticipa nts  to
whos e  a ccounts  the  2008 S eries  A Bonds  a re  credited on the  record da te  (identified in a  lis ting a tta ched to the
Omnibus  Proxy)

Principa l and interes t payments  on the 2008 Series  A Bonds  will be made to Cede & Co. or such other nominee
a s  m a y be  reques ted by a n a uthorized repres enta tive  of DTC. DTC's  pra ctice  is  to credit Direct P a rticipa nts
accounts  upon DTC's  receipt of funds  and corresponding deta il information from the Dis trict or the Trus tee, on each
pa yment da te  in a ccorda nce with their res pective holdings  s hown on DTC's  records . Pa yments  by Pa rticipa nts  to
Beneficia l Owners  will be governed by s tanding ins tructions  and cus tomary practices , a s  is  the case with securities
held for the  a ccounts  of cus tomers  in bea rer form or regis tered in "s tree t na me," a nd will be  the  res pons ibility of
such Pa rticipant and not of DTC, the Trus tee or the Dis trict, subject to any s ta tutory or regula tory requirements  a s
ma y be in effect from time to time. Pa yment of principa l a nd interes t to DTC is  the res pons ibility of the Dis trict or
the  Trus te e ,  d is burs e m e nt of s uch pa ym e nts  to  Dire c t P a rtic ipa nts  s ha ll be  the  re s pons ibility of DTC, a nd
dis burs e m e nt of s uch pa ym e nts  to  the  Be ne fic ia l Owne rs  s ha ll be  the  re s pons ibility of Dire c t a nd Indire c t
Participants

DTC may discontinue providing its  s ervices  a s  s ecurities  depos itory with respect to the 2008 Series  A Bonds  a t
a ny time  by giving rea s ona ble  notice  to the  Dis trict. Under s uch circums ta nces , in the  event tha t a  s ucces s or
securities  depos itory is  not obta ined, the 2008 Series  A Bond certifica tes  a re required to be printed and delivered

The District may decide to discontinue use of the system of book-entry transfers through DTC (or a successor
securities depository). In that event, the 2008 Series A Bond certificates will be printed and delivered

The informa tion s et forth a bove concerning DTC a nd DTC 's  book-entry s ys tem ha s  been obta ined from DTC
a nd other s ources  tha t the  Dis trict believes  to be re lia ble , but the  Dis trict ta kes  no res pons ibility for the  a ccura cy
thereof.

Is suance of the 2008 Series  A Bonds  in book-entry form may reduce the liquidity of such bonds  in the secondary
tra ding m a rke t s ince  inve s tors  m a y be  unwilling  to  purcha s e  bonds  for which the y ca nnot obta in  phys ica l
certifica tes . In a ddition, s ince  tra ns a ctions  in the  2008 Series  A Bonds  ca n be effected only through DTC, Direct
Participants  and Indirect Participants , the ability of a  Beneficia l Owner to pledge 2008 Series  A Bonds  to persons  or
entities  tha t do not participa te in the DTC sys tem, or otherwise to take actions  in respect of the 2008 Series  A Bonds
ma y be  limited due  to la ck of a  phys ica l certifica te . Beneficia l Owners  will not be  recognized by the  Trus tee  a s
regis tered owners  for purposes  of the Resolution, and Beneficia l Owners  will be permitted to exercis e the rights  of
regis tered owners  only indirectly through DTC and the Direct and Indirect Pa rticipants

Same-Day Settlement and Payment

Settlement for the  2008 Series  A Bonds  will be  ma de by the  Underwriters  in immedia te ly a va ila ble  funds . All
pa ym ent of principa l a nd inte res t will be  m a de  by the  Trus tee  on beha lf of the  Dis trict to DTC in im m edia te ly
ava ilable funds

Secondary trading in long-term principa l obliga tions  comparable to the 2008 Series  A Bonds  is  genera lly settled
in clea ring-hous e  or next-da y h`1nds . In contra s t, the  2008 S eries  A Bonds  will tra de  in DTC's  S a me-Da y Fund
Settlement Sys tem so long as  DTC is  the Securities  Depos itory. Secondary market trading activity in the 2008 Series
A Bonds  will s ettle in immedia tely ava ilable funds . No as surance can be given as  to the effect, if any, of s ettlement
in immedia tely ava ilable funds  on the trading activity in the 2008 Series  A Bonds
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Long Term Hating AA/A-1 +/Stable Affirmed

Rationa le

RatingsDire::t

Publication Date

Feb.21.2008

Standard 86 Poor's Ratings Services assigned its 'AA' rating to the proposed $800 million Salt

River Project (SRP) Agricultural Improvement and Power District, Ariz.ls series 2008A electric

system revenue bonds. Standard BC Poor-'s also affirmed its 'AA' rating on $2.5 billion of

outstanding electric system revenue bonds, its 'A-1+' rating on the utility's $475 million

commercial paper (CP) program, and its 'AA-' underlying rating on the insured $250 million

of certificates of participation (COPs) that have a subordinate claim on revenues

The ratings reflect the following strengths

The financial flexibility flowing from autonomous ratemaking authority and competitive

rates

A track record of board-adopted retail rate increases that have supported consistently strong

financial metrics as operating and capital cost have risen

l The availability of a semiannual, discretionary, fuel and purchased-power escalator

mechanism that can facilitate recovery of changes in variable costs



Salt River Project Agricultural Improvement And Power District, Arizona

l An economical generation supply portfolio consisting of fully-owned resources, generation co-owneH

with others, contracted resources, and market purchases

A generation fleet, characterized by asset and fuel diversity, produces electricity from, in order of

contribution to total generation: coal, natural gas, nuclear, and hydroelectric facilities

A strong revenue stream derived from a broad and rapidly growing customer base, whichalso

creates significant capitalneeds; and

An expectation that free cash flow will be available to fund

capital needs

These strengths are tempered by the following credit concerns

Rapid customer base growth and coincident increases in average customerenergy usage necessitate

significant capital additions that are protected to exceed $6 billion between 2009 and 2014

Today's $3 billion of long-term debt is forecast to double by 2013 and annual rate increases will be

needed to preserve strong financial margins as debt service and operating costs increase

Wholesale revenues that are less secure than retail revenues account for about one-fifth of operating

revenues, but are protected to represent a declining percentage of operating revenues in coming years

Increased native customers' electricity demand reduces opportunities to earn margins from sales of

low-cost surplus coal generation during nonpeak periods, which could exacerbate the need forretail

rate increases

A sizable dependence on coal exposes SRP to potentially higher operating costs as the regulation of

carbon and other emissions progresses; and

Anticipated natural gas~fired capacity additions iii increase exposure to volatile natural gas prices

Tempe, Ariz.-based SRP provides retail electric service and raw water for irrigation and municipalities

in areas surrounding Phoenix, Ariz. Water operations represent less than 1% of operating revenues

Although, only electric revenues are pledged to the electricsystembonds, SRP's financial statements

report consolidated results for the electric and water systems. The electric system provides a small

subsidy to the water system, therefore, consolidated debt service coverage accurately portrays the

electric system's capacity tosupportits debt obligations

SRP's 920,000 customers represent the Phoenix area's strong growth. While customer growth of

6 since2003 has yielded higher operating costs and capitalneeds at a time thatfuel costs have also

increased, the utility, nevertheless, has produced very strong financialmarginsduring the past five fiscal

years. During these five years, operating expenses before depreciation increased by about 40 %

debt increased by 25 %. The utility also added about 1,500megawatt(MW) of owned generation at

Desert Basin, Kyrene and Suntan during these years. Net revenues coverage of debt service on direct

debt averaged 2.3x and consistently exceeded 1.7x as expenses and debt service increased. Standard 86

Poor's calculation of a fixed-charge coverage treats payments in lieu of taxes as an operating expense

and treats capacity payments made to third-party energy suppliers as debt service. rather than an

operating expense. Fixed-charge coverage averaged l.7x during these five years and exceeded 1.25x in

each year

SRP will face increasing financial pressures in coming years because capital needs are forecast to

exceed $6 billion in fiscal years 2009-2014 and about $3 billion of debt is slated to be issued by fiscal

year ending 2013, on top of today's $3 billion of long~term debt. More than 50% of the capital

program will be funded by cash from operations. However, the recent years' trend of declining debt to

than 50% of the coming five years

Standard ct Poor's I ANALYS1S
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capitalization will reverse and debt to capitalization is projected to reach 58% by fiscal year ending

2013, up from 50% at fiscal year ending 2007.

Management projects that the board will need ro adopt annual rate increases over Ar least six years

ro preserve the utility's strong financial profile as debt doubles and operating expenses increase. The

size of these increases has yet to be established. The board's response to management's rate increase

proposals will be an important determinant of future credit quality .

SRP's board has historically demonstrated a commitment to a strong financial position. Since 2004,

the end of a self-imposed retail rate freeze, SRP increased base rates twice. SRP also employs a

discretionary fuel and purchased-power adjustment that enables it to respond to changing variable

costs. Since 2004, four adjustments were made following semiannual reviews of fuel and purchased-

power costs. The utility opted to forego recovery of a substantial portion of increased fuel and

purchased power costs since 2004, but nevertheless, has produced sound financial performance.

Outlook

The stable outlook reflects our expectation that SRP's board will continue ro implement rate

adjustments that support a strong financial profile consistent with the rating and provide for

anticipated levels of debt issuance and cash contributions to the capital program. Management of the

financial and operational elements of the very large capital program and variable operating costs will

be important determinants of future creditworthiness.

Business Description

SRP is a vertically integrated electric utility that servesnearly920,000 customers. SRP also provides

raw water to municipal and agricultural users, but water operations represent less than 1% of

operating revenues.

The electric service territory's 2,900 square miles cover roughly half of the Phoenix-Mesa MSA. The

district also makes direct electric sales to mining loads in an adjacent 2,400-square-mile area. In

addition to retail electric sales, SRP markets surplus wholesale power that is available during nonpeak,

nonsummer months.

Regulation

Under Arizona law, SRP's board of directors has sole authority to set retail electric rates. The board

consists of 14 members who serve staggered four-year terms. The majority (10 seats) of the board's

members is elected from voting districts, but four seats are elected at large by landowners within SRP's

boundaries. The president and vice president are elected at large by landowners of the district.

After a public process that typically takes 90 days, the board has autonomy to implement new retail

electric rates. The Arizona Corporation Commission (ACC) must approve the issuance of the district's

electric revenue bonds. However, the ACC does not need to approve individual bond issues; rather, the

district files an application with the ACC for the authority to issue an aggregate total of new bonding.

The ACC also has authority to approve site selection for new generation or transmission projects.

SRP has had a fuel and purchase power adjustment mechanism (FPPAM) in place since November

2001. The FPPAM allows for discretionary semiannual adjustments.

SRP also has a transmission cost adjustment factor (TCAF). Currently set at zero, TCAF is designed

to collect any future costs associated with the potential creation of any independent oversight of
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Salt River Project Agricultural Improvement And Power District, Arizona

transmission operations, such as a southwest regional transmission operator. The TCAF has not been

used ro date.

Markets:Customers, economy show diversity, growth

SRP is among the five largest public power utilities in terms of customers served and energy sales. SRP's

markets reflect a diverse customer base dominated by residential accounts, In fiscal 2007, residential

customers accounted for about 43% of total electric revenues, including wholesale sales and 55% of

retail electric revenues, net of wholesale revenues. Wholesale revenues accounted for about 21 % of

fiscal 2007 operating revenues and 37% at' MWH sales.

Population growth, economic growth, and increased customer electricity usage all underlie higher

sales. SRP is forecasting its native load's peak demand to grow by about 3%-4% per year over the next

six years.

SRP serves large sections of Maricopa County, as well as portions of Pinal and Gila counties.

Maricopa County (population 3.9 miiiion) is the state's major economic, political, financial, and

population center and enjoys a diverse economy that includes trade, service industries, mining,

construction, tourism, and high-tech manufacturing. Pinal County's population is only about one-

twentieth of Maricopa County's and is less prosperous. However,PinalCounty has also experienced

strong growth in recent years. Future growth might moderate as indicated by recent trend in housing

markets. Gila County is the smallest of the three counties and its population is about one-third of Pinai

County's population. Gila County has experienced significantly slower growth than the other two

counties.

The underlying economy served by SRP has experienced very strong job growth of 62%, 6%, and

3%, respectively, in the past three years.

Operations: Growth-Driven Capital Needs

SRP benefits from a diverse and low-cost generation portfolio. It directly owns or has ownership

interests in 5,655 MWof generation capacity and makes purchases to meet the balance of its needs.

Since 2003, SRP added about 1,500 MW of owned-generation capacity by building new resources,

expanding existing resources, and purchasing the Desert Basin assets thathad beenleased.

SRP's retail customers' peak electric demand was 6,590 MW in 2007 and peak demand including

wholesale sales was 7,649MW. The retailsystem's load factor was 46% in 2007, which is in line with

previous years. This load factor reflects customers' steep summer peak demand for electricity and more

moderate demandduringthe balance of the year.

Coal-fired generation is the leading source of SRP's electricity sales. In 2007, coal accounted for

about 40% of direct generation. Purchases of coal-fired generation from others increase this figure by

about 5-10 percentage points. Natural gas is the next largest source, followed by nuclear. Natural gas

accounts for about 17% of generation, but is forecast to grow to more than 25% by 2014.

SRP's reliance on coal and natural gas represents an exposure to price volatility because coal costs

are rising, regulation of carbon emissions from coal and gas will likely lead to higher operating costs,

and the power industry's migration to natural gas to mitigate carbon emissions will potentially place

upward pressure on natural gas prices. SRP has a fuel and purchased power pass-through mechanism

that can capture these costs, but only if the board exercises its discretion to trigger adjustments.
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SRP is projecting retail peak demand exceeding 8,000 MW by 2014, which is more than 20% above

today's peak. The forecast peak underscores the need for additional generation capacity. SRP is

planning $2.7 billion of new coal and gas-fired generation additions over this period. Forecast capital

spending also includes significant distribution system improvements and extensions totaling $1 .6

billion during these years. SRP unsized the projected costs of portions of its capital program to reflect

higher costs for materials and labor for coal-fired generation capacity
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MOODY'S ASSIGNS A81 TO SALT RIVEFI PROJECT'S ELECTRIC REVENUE BONDS; OUTLOOK STABLE

SRP SELLING $800 MILLION BONDS IN MARCH

Ele¢1ric Utilities
AZ

RATING
Moody's Rating
ISSUE

Electric System Revenue Bonds, 2008 Series A

Sale Amount $800,000,000

Expected SaleDate 03/01/08

Rating Description Revenue Bonds

Aa1

Opinion

NEW YORK, Feb 22, 2008 -- Moody's Investors Service has assigned the credit rating of Aa1 on the Salt
River Project Agricultural improvement and Power District's (SUP) sale of $800 million Electric System
Revenue Bonds, Series 2008 A. The bonds are expected to be priced in early March 2008. Moody's has also
affirmed the rating on the $2.3 billion outstanding revenue bonds. The outlook is stable. Moody's has also
affirmed the Aar credit rating on SRP's Lease Purchase Obligation bonds ($250,365,000) and the P-1 rating
on its commercial paper notes ($475,000,000).

Moody's considered the following factors in the rating assignment: SHP's strong governance including its
timely and unregulated rate setting process, SRP's historical and forecasted electricity pricing plan that
incorporates objectives of strong debt service coverage margins, sound financial liquidity and conservative
debt management, a significant competitive rate advantage, a demonstrated well-defined and diversified
power resource plan which allows for the management at risk exposures. customer growth and moderate
debt ratios. The rating also factors in SRP's sizable capital plan, declining debt service schedule, and its
management of the slower demand growth in its service area in 2008 resulting from the slow down in the
regional area economy.

USE OF PROCEEDS: The current offering bond proceeds will finance SUP's ongoing capital improvement
plan including generation, transmission and distribution investment.

LEGAL SECURITY: Bonds are secured by a pledge of and first lien on the net revenues of the electric
system. The rate covenant is sum-sufficient, there is a 1.10 times additional bond test; and debt service
reserve policy.

INTEREST RATE DERIVATIVES: SRP has a $50 million fixed to floating rate swap with $25 million expiring
at the end of 2008, and the remaining $25 million terminating at the end of 2009. The SRP board has a
defined oversight process and swap policy. SHP's rates are unregulated and increased interest costs could
be included in SRP's rates.

RECENT DEVELOPMENTS: SRP management initiated a public process to increase price levels by an
average 3.9% and to implement a rate design to encourage energy conservation during peak periods. Upon
approval of the Board, the new rates are projected to be effective in May 2008. Financial results for 2007
included debt service coverage of 3.09 times, a 52.6% debt ratio and an average residential sales price of
8.8 cents/kwh. SRP continues to implement its capital improvement plan with its construction of the 400MW
Springewille Four coal-fired generation unit. The project is on schedule but somewhat over-budget. The
regional economy has slowed due to a real estate market contraction but projections still indicate about 2%
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customer growth in 2008. The SRP 2009-2014 financial plan eliminated the construction of another coal-fired
plant expecting now to construct a new combined-cycle gas fired generating unit. The plan also proposes a
higher debt ratio and incorporates contingency funds for higher natural gas costs and greenhouse gas
regulation compliance costs. Debt service coverage ratio is expected to be maintained in the three times
range. Arizona has joined the Western Climate Initiative, a planning effort to establish regional greenhouse
gas regulations that don't adversely affect the state's economy. SRP has established a proactive effort lo
position the utility to manage this issue.

STRENGTHS:

*Strong financial management which has consistently exceeded planning targets of sound financial margins,
strong liquidity given its risks and a below average debt ratio

'Effective strategic planning which has: historically met the challenges of demand growth in the Phoenix
service area including sound planning for lower demand expected in 2008, established a sound plan for
managing greenhouse gas emissions; and continues to be positioned to meet energy resource challenges

*Unregulated rate setting and demonstrated record of timely rate increases to recover costs including a fuel
and purchased power adjustment mechanism

*Average sales price is very competitive within the region

'Large residential customer base with no dominant customers

CHALLENGES:

'Cost pressures related to ownership of nuclear generation including security, waste storage and
decommissioning. Palo Verde has experienced performance issues in the past two years.

*Potential future cost pressures related to SUP's coal-fired generation facilities and continued compliance
with the federal clean air act

'Uncertainty about the impact of expected greenhouse gas regulations

*SRP continues to increase its exposure to natural gas price risk

*Management of demand growth

MARKET POSITION/COMPETITIVE STRATEGY: SOUND COST RECOVERY AUTHORITY HAS
PROVIDED FOR STRONG DEBT SERV1CE COVERAGE MARGINS AND STRONG LIQUIDITY

SUP provides electric service, water supply and irrigation service to more than one-half the population of the
Phoenix~Mesa metropolitan statistical area, including more than 900,000 electric customers. Peak demand is
expected to increase from 7,286 MW in 2009 to 8,192 MW in 2014. The service area of SUP is 2,900 square
miles and was established by agreement between SHP and Arizona Public Service Company (Aps is rated
Baa2 by Moody's).

An important credit factor is the unregulated rate setting authority of the SRP board. Under state statute, the
publicly elected SRP board has the authority to establish electric prices and the board has been supportive of
management recommendations. SRP has established a multi-year pricing strategy that takes into account
maintenance of sound financial objectives including strong debt service coverage margins and liquidity.

SRP management initiated a public process to increase overall price levels by 3.9% and to implement a rate
design that encourages conservation during peak demand periods. Upon approval of the Board, the new
rates are expected to be elective in May 2008. The FY 2009-2014 financial plan includes additional price
increases to meet rising fuel costs and to fund further capital items and to maintain board financial targets.

Despite the expected general rate increase, SUP's prices remain well below Arizona Public Service's (Ape)
retail rates. SHP's average residential price in 2007 was 8.8 cents/kwh. The total rate comparison for 2007
indicates SUP has more than a 20% competitive advantage over APS and SRP's rates also compare
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favorably to most of the major investor-owned utilities sewing the western United States.

FINANCIAL PERFORMANCE/FINANCIAL POSITION: WELL MANAGED AND STABLE FINANCIAL
PERFORMANCE BASED ON THE SOUND FINANCIAL PLAN INCLUDING RISK MANAGEMENT
STRATEGY

SUP's historically favorable operating results reflect both the soundness of its rate policy and the utility's
focus on risk management. SUP's sound financial polices reflected in SRP's six-year Financial Plan (2009-
2014) establishes various core financial indicators and set financial performance parameters, which
management treats as critical benchmarks for future success.

Between FY 2002 and FY 2007, SUP maintained an average of about $300 million in funds available for
corporate purposes and an average total debt service coverage ratio of 2.50 times. Financial results for FY
2007 reflect debt service coverage of 3.09 times.

Since 1996, SHP's debt ratio has fallen significantly from the 70% range to 52% in 2007, well below that of
peer utilities. The debt ratio is expected to rise somewhat during forecast period but still remain below
average. Moody's believes SRP's demonstrated focus on its financial plan gives a good insight into the future
financial strengths the utility will exhibit.

SRP's average electricity sales price is projected to remain relatively stable through 2012. To date, SRP has
maintained rate stability for retail customers due to the success of its approach to energy risk management,
which limits exposure to risks inherent in the normal course of the energy business, including commodity
price fluctuations, credit risk of counterparties and operational risks.

CAPITAL PLAN: SIZABLE PROGRAM BUT WELL MANAGED POWER SUPPLY PLAN HAS ENSURED
SUP MEETS CHALLENGE OF DEMAND GROWTH

SUP's 2009-2014 Capital Improvement Plan amounts to $6.1 billion, of which $5.8 billion is planned for
construction of new generation, transmission and distribution facilities. Of the total capital plan, about $2.7
billion will fund new generation projects. About 57% of the six-year plan is expected to be funded from
internally generated funds with the balance funded from debt.

SRP has a well-managed and diverse mix of power resources that contribute to its overall competitive and
reliable power supply program. There are no dominant resources or power purchase contracts. Sustained
demand growth in the Phoenlx service area has been a continuing challenge lot SRP but the utility has
performed well against key reliability measurements.

SRP continues with its least cost option power resource plan which includes several new generation projects
to meet its future demand growth. In 2003, SRP acquired the 575 MW Desert Basin natural-gas fired
combined-cycle generation plant. In April 2005, the first phase of the Santan Generating Station, a 55OMW
natural gas fired generation facility, became commercial. The second phase of the Santan project (275 MW)
became operational in 2006. SRP started receiving power in 2006 from a 30-year power purchase contract
for 100 MW from Springewille Unit 3. SRP has received the right to construct Unit 4 at Springervllle,
construction of the 400 MW coal~fired generation facility has begun with expected commercialization at the
end of 2009. As pan of SRP's FY 2009-2014 Financial Plan, SRP has identified several new resources,
including renewable resources. The resource plan remains flexible to manage SRP growth and has targeted
a planned reserve margin of 12% in each of the next five years to ensure adequate and reliable power
supply,

Outlook

Moody's has a stable credit outlook on SUP's revenue bonds given the utility's strong management of its
finances, operations and power supply requirements.

What Could Change the Rating-UP: SUP is one of the highest rated U.S. publicpowerelectric utilities

What Could Change the Rating-DOWN: The rating could be revised downward should SRP lose its
competitive advantage or if its strong financial ratios weaken below the level expected at its current rating
level.

KEY FACTS:
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Type of System: SUP provides electric, water supply and irrigation services to customers in the Phoenix-
Mesa metropolitan area

Electricity customers, 2007: 919,422

Historic Peak Demand, July 2006: 7,849 MW

Total Debt Service Coverage, 2007: 3.09 times

Average Sales Price, 2007: 8.8 cents/kwh

SRP Energy Sources, 2008:

Coal: 34.3%

Gas and Oil: 17.8%

Nuclear: 18.2%

Long-term purchases: 11.3%

DebtRatio, 1999: 72.9%

2007: 52.6%

DEBT STATEMENT as of February 2008:

Electric System Revenue Bonds $2,258,278,000

Lease Purchase Obligations $250,365,000

Commercial Paper Notes $475,000,000

ISSUER CONTACT:

Dean Yee, Manager of Financial Services,502-286-5819

Mark Bonsall, Associate General Manager of Commercial and Customer Services 602-236-5702

Analysts

Dan Aschenbach
Analyst
public Finance Group
Moody's Investors Service

Shawn O'Leary
Backup Analyst
Public Finance Group
Moody's Investors Service

Patrick Ford
Senior Credit Officer
Public Finance Group
Moody's Investors Service

Thomas Paolicelli
'Director
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